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PREFACE 

The Economic Survey which customarily forms a part of the 
Budget papers was presented to Parliament last year a few days 
in advance of the Budget. This practice is being followed this 
year as well. The Survey is in two parts. Part I contains a brief 
review of economic trends and policies over the recent past and 
an assessment of prospects for the coming months. A more detail- 
ed review of developments in important sectors of the economy 
is given in Part II. The Appendix contains the usual statistical 
tables. 


February 15, 1966. 




ECONOMIC SURVEY: 19C5-G6 
PART I 

Assessment in Brief 

In the year 1964-65, the general level of prices had risen by 8-7 per 
cent and the country’s gold and foreign exchange reserves had 
declined to the very low level of Rs. 250 crores. At the same time, 
there was a substantial increase of both agricultural output and 
national income. The initial outlook for the current year was, 
therefore, not unpromising. There was good reason to expect that 
with normal weather conditions, agricultural output would increase 
further. Such an increase would in turn have reduced the pres- 
sure on prices and enabled a higher level of industrial production. 

2. With low or insufficient foreign exchange reserves on the one 
hand and a considerable carry over of import commitments, a severe 
reduction of foreign exchange allocations for fresh imports was 
inevitable. This constraint was sought to be offset in part by 
quicker use of available AID funds for licensing non-project im- 
ports. Against this background the Central Budget for 1965-66 
sought to avoid deficit financing while offering further incentives 
for exports and higher production within the country. 

3. In the event, many of these expectations have been belied 
during the current year which has been one of great strain all 
round. Adverse weather conditions have resulted in a substantial 
fail in agricultural output. There has been a continued pressure 
on prices and export earnings in certain sectors have suffered. 
The expansion of industrial capacity has enabled greater industrial 
production in some sectors, but as against this the shortage of 
foreign exchange for the import of components and raw materials 
has restrained production in many other fields. Hostilities with 
Pakistan and the pause in foreign aid from some countries which 
followed added to the disturbance of the economy. The effects of 
all these factors have been felt more in the second half of the year 
than in the first. Thus, while industrial production was higher 
than last year by 7-3 per cent in April-September, 1965, the increase 
in the second half of the year is expected to be hardly 5 per cent. 

4. The supply of agricultural products during the coming year 
1966-67 will naturally be difficult as in large part it will be governed 
by the comparatively low output of the current year. While increased 
imports of foodgrains under PL-480 may be expected to ensure 
requirements for minimum levels of consumption, the prospects of 
building a buffer stock are somewhat doubtful. Significant addi- 
tions to industrial capacity are expected in the coming year; parti- 
cularly in steel, petroleum refinery, cement and aluminium. This j 
should result in higher production in industries based essentially s 
on indigenous non-agricultural raw materials. The situation, how -j 
ever, is different in industries which depend on imported raw mate-/, 
rials and components and on agriculture-based raw materials./ 
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Continued reduction of imports during the current year has left 
these industries with very low inventories. In some of them, for 
example automobile tyres and non-ferrous metal using industries, 
the rate of production has already been reduced in order to make 
the stocks last longer. Obviously, increased production in these! 
industries would depend on arrangements being made as early as 
possible for the import of the necessary materials either by secur- 
ing foreign aid or by augmenting our means of payment by increas- 
ed exports. In these circumstances the outlook for next year, both 
economic and budgetary, remains somewhat uncertain. There are, 
however, some silver linings on the horizon. The drive for increased 
agricultural production is clearly gathering momentum. Arrange- 
ments have already been made for supply of fertilizers and pesti- 
cides in considerably larger quantities and for putting them to the 
maximum use in areas likely to give the best response. With normal 
weather conditions there is reason to expect a considerably higher 
level of agricultural production next year. Prospects for increase 
in the flow of imports of raw materials and components are also 
becoming brighter. With continued monetary discipline and 
energetic drive for import substitution, there is room for hope that 
the upswing in industrial production may be resumed before long. 
The need to stimulate production and exports by offering the right 
incentives will, however, remain greater than ever. 


Production and Supplies 

5. Agricultural production increased by 10-5 per cent in 1964-65 
as compared with a rise of 3 7 per cent in 1963-64, a decline of 5 per 
cent in 1962-63 and a small increase in 1961-62. The production of 
fcodgrains reached the level of 88-4 million tonnes in 1964-65. 
Market arrivals were, however, lower suggesting that private stocks 
which had been depleted earlier were re-built to some extent. Im- 
ports amounted to about 7 million tonnes. In the current year the 
kharif crop was seriously affected by adverse whether conditions 
in many parts of the country, and as a result it is estimated that 
the production of kharif grains may be nearly 15 per cent lower 
compared to the previous year. Measures for increasing the area 
under rabi crops have been taken but the outlook remains uncertain. 
Altogether the total production of foodgrains in the current year 
will be considerably less than during the last. Even with some- 
what higher imports of foodgrains the total availability will be less 
than last year. 


6. The fall in agricultural production has not been confined to 
foodgrains. The output of cotton is expected to be 5-6 million bales 
this year compared to 5-7 million bales last year. The maintenance 
of textile production at a level sufficient to meet demand will, 
therefore, involve a depletion of the stocks carried over from last 
year. Jute producMon has been substantially lower and indigenous 
supplies have had to be augmented by large imports of raw jute, 
even when the scarcity of foreign exchange has been unprecedent- 
edly severe. The production of oil-seeds has been lower than the 
high level reached in 1964-65 and the tobacco crop has also been 
somewhat less. On the other hand, sugarcane output is expected 
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to be maintained at the same high level as last year. But this will 
be achieved not by higher yield per acre but only by a considerable 
expansion of the acreage under sugarcane. 

7. Industrial production increased by 7 per cent in 1964-65 as 
against 8*5 per cent in 1963-64 and 7-7 per cent in 1962-63. While 
the rate of increase in April-September, 1965, was 7-3 per cent 
it is likely to be lower in the second half of the year, so that over 
the year as a whole the growth rate will be less than in 1964-65. 
Cotton textile output has remained stagnant partly as a result of 
lower demand and partly due to shortage of power in some areas. 
Sugar output has been increasing substantially and may be even 
greater than last year. The output of jute textiles has been sus- 
tained so far by increased imports of raw jute but rnay show some 
reduction during the next few months. There have been significant 
increases in the output of steel, aluminium and cement, mainly as 
a result of additional capacity coming into production. Coal output 
has already increased by three million tonnes compared to last year. 
While production has increased in some other industries not depen- 
dent on imported raw materials and in certain sectors for which 
reasonably adequate imports of components and raw materials 
could be made available under certain special arrangements, output 
in a number of other industries has been affected by the shortage 
of foreign exchange. 


8. The availability of hydro-electric power suffered in some 
regions as a result of the failure of the monsoon. Apart from these 
dislocations, the power supply position was by and large satisfac- 
tory. Indeed, in some areas there were temporary problems of 
finding markets for additional power generated with new capacity 
coming into operation. The rail transport situation continued to 
be satisfactory, though there was some dislocation following the 
hostilities with Pakistan. 


9. National income in real terms had risen by 7-3 per cent in 
1964-65 as compared to 4-5 per cent in 1963-64 and 2-2 per cent on 
an average during the first two years of the Third Plan. In the 
current year, however, there is likely to be no increase; on the other 
hand, it may be a little lower than the previous year as a result 
of the decline in agricultural output. 


Balance of Payments 

10. The balance of payments was under considerable pressure 
during 1964-65. The decline in reserves was as large as Rs. 72 crores 
in spite of drawals of Rs. 47*6 crores from the International Mone- 
tary Fund. The pressure on reserves was the result of a rising debt 
service burden, repayment to the IMF and larger imports of food and 
goods for development, but with an expansion of exports insufficient 
to meet these needs. The utilization of external assistance and the 
proportion available in non-project form showed improvement; but 
this did not suffice to prevent the large fall in reserves. 
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11. While there has been progressive improvement in the terms 
on which external assistance has been available, the servicing of 
past debts continued to impose a heavy burden. Debt servicing pay- 
ments during 1964-65 amounted to Rs. 122 crores as compared with 
Rs. 100 crores in the previous year. Imports during 1964-65, at 
Rs. 1363 crores, were higher by Rs. 160 crores than in 1963-64. Food 
imports were substantially larger, the increased payments for food in 
foreign exchange amounting to Rs. 29 crores. Imports of machinery 
and raw materials were also at higher levels, as a result of some libe- 
ralisation of import licensing in 1963-64. Exports during 1964-65, at 
Rs. 803 crores, were only Rs. 1 crore higher than in 1963-64. Because 
of this, in spite of utilization of Rs. 503 crores of aid (compared to 
Rs. 408 crores in 1963-64) there was a decline in reserves to the level 
of Rs. 250 crores. With Rs. 200 crores required to be kept as statutory 
reserves, the balance available for deployment is hardly sufficient to 
pay for half a month’s imports. Under these conditions new licens- 
ing for imports to be paid for in free foreign exchange was suspend- 
ed for two months from the beginning of May, 1965. Allocations for 
imports other than fertilizers, food, defence and raw materials for 
export industries were substantially reduced. In spite of these 
measures and an improvement in aid utilisation by Rs. 27 crores 
besides a drawing of Rs. 36 crores from the International Monetary 
Fund, the reserves declined by Rs. 8-5 crores during April-Septem- 
ber, 1965. This was mainly due to the fact that actual imports, being 
the result of import licensing in previous periods, continued to come 
in at an even higher level for several months. Thus, total imports 
in April-September 1965, are estimated at Rs. 717 crores as against 
Rs. 674 crores in April-September, 1964. Export shipments were 
actually lower in April-September, 1965, compared to the corres- 
ponding period of the previous year but export earnings were a little 
higher as proceeds from exports made earlier were coming in. The 
measures taken earlier in the year have, however, resulted in an 
improvment of the position since October. Reserves have been 
rising slowly and it is expected that after repayment of Rs. 36 crores, 
which is due to the International Monetary Fund, the reserves at 
the end of March will not be lower than what they were at the end 
of March, 1965. 

Fiscal and Monetary Developments 

12. The Central and State Budgets for 1965-66 made a provision 
for a further increase in outlays although the increase was smaller 
than in the previous year. The bulk of the increase of Rs. 459 crores 
was for development purposes. While the Central Budget showed 
& small overall surplus, State Budgets showed large deficits 
amounting in all to Rs. 71 crores. By July, 1965, it became clear 
that the initial expectation that Government outlays would be 
financed by resources raised in a non-ini! ationary manner was not 
likely to be realised. This was due to additional commitments, for 
securing the defences of the country, increased dearness allowances 
and an anticipated shortfall in receipts as a result of import res- 
trictions and the slow growth of production. A supplementary 
budget was, therefore, presented in August 1965, for raising addi- 
tional resources of about Rs. 100 crores during the current fiscal 
year. In spite of this it is likely that there will be an overall 
deficit in the Central Budget. 
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13. The budgetary position of State Governments has remained 
weak although several State Governments took measures of addi- 
tional taxation. In the course of the year the reliance of the 
States on Reserve Bank increased substantially. The ways and 
means advances of the Reserve Bank to the State Governments 
have gone up substantially and several State Governments have 
run up large over-drafts with the Reserve Bank. 

14. A large deficit on State Governments account is, therefore, 
likely to emerge even after allowing for a transfer of resources 
from the Central Government to the States which was not visua- 
lised at the start of the year. 

15. The budgetary deficits accounted in large part for a substan- 
tial expansion in the supply of money. The rate of increase during 
the current year may well be about 9 per cent, i.e., the same as 
last year. The money market was, however, tight throughout the 
earlier part of the year Interest rates moved upward in spite of 
the expansion of money supply at a rate higher than the rate of 
growth of output. The banking system had to finance larger 
stocks of foodgrains, sugar and cotton textiles. The requirements 
on this account were considerably larger than the reductions that 
may have taken place in the inventories of imported raw mate- 
rials. Because of the sluggishness of the capital market, industry 
had resort to the banks for Ihe financing of purchases of fixed 
assets, instead of the normal way of raising funds on a long-term 
basis. The growth of commercial bank deposits was slower than 
last year and the rate of increase of funds available with the bank- 
ing sy:,tem was therefore lower, while some transactions 
hitheto financed by the unorganised market may have required 
bank financing as a result of measures taken to prevent tax evasion 
through hundi etc. During the current busy season, deposit growth 
has picked up though credit expansion has been slower than usual. 
Agricultural production declined and there may hav T e been a 
further reduction in stocks of imported raw materials. The under- 
lying monetary situation is, however, such that the continued 
availability of short-term credit for genuine purposes can only be 
secured through policy designed to match savings and investment 
and to balance public revenues and expenditures. 


Prices 

16. Wholesale prices which had risen by 8-7 per cent in 1964-65, 
following on an increase of 9 per cent in 1963-64 rose further during 
the year though at a slower rate. During the first nine months of 
1965^66 the rise in prices was 11-4 per cent as compared with a rise 
of 16 per cent in the corresponding period of 1964-65. 

17. The rise in prices this year has been largely due to higher 
prices of food articles. Foodgrains prices rose in spite of the good 
crop last year probably due to expectations of a poor kharif crop 
this year. It may be noted that there are wide disparities in prices 
of foodgrains as between surplus and deficit areas as a result of 
controls on movements. Among other food articles, there was a 
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sharp increase in the prices of edible ods. While a steep rise 
occurred in raw jute pi'ices. cotton prices remained relatively 
stable. 

18. Prices of manufactures also rose during the year. In part 
these price increases were intended to provide incentives to addi- 
tional production. They, however, also reflected increases in costs 
as a result of higher food prices; in many instances, cost of living 
allowances to industrial workers are related to prices of foodgrains, 
and many industries have had to pay higher prices of agricultural 
raw materials. 

Economic Policy —Perspective and Immediate Task 

If). The period of transition from one plan period to another 
naturally provides an opportunity for an assessment of policies and' 
performance in the perspective of the long-term aims that the 
country has set before itself. At the same time, difficulties accumu- 
late and sharp disturbances arise from time to time as happened 
during the current year. These call for immediate remedial action. 
Often, the response to sudden or sharp difficulties in the short 
run has got to be in terms of restraint and restrictions which may 
interrupt or inhibit the pursuit of long-term objectives for a while. 
Thus, when foreign exchange reserves are low and declining, there 
may be no escape from restricting the imports of even essential 
goods. Rationing and restraint on even basic consumption are 
inevitable when crops fail badly. And fiscal and credit policy may 
have to curtail investment when price increases threaten to get out 
of hand. But even while providing a corrective to sudden or sharp 
difficulties as they arise from time to time, care has to be taken to 
ensure that the process of expansion is resumed as soon and as 
vigorously as posable. Thus a resnonsc to shortage or inflation or 
balance of payments difficulties even in the short run has to be 
more in terms of efforts to increase production, saving and exports 
than in terms of rationing or reduction in investment or imports. 
Economic policy had to face this dilemma throughout 1965-66. 

20. A rapid increase in agricultural production has been recog- 
nised to be imperative. Imports of fertilizers were increased 
substantially in spite of the difficult foreign exchange situation, 
and measures were taken to increase output to the extent possible 
from indigenous fertilizer plants. From a longer-run point of view, 
measures are being taken to speed up the establishment of addi- 
tional capacity for the manufacture of fertilizers. Other industrial 
inputs, such as pesticides and tractors, are also of importance for 
agriculture. Attempts were made to augment supplies in the short- 
run through larger imports of these products and of raw materials 
for their manufacture, while encouraging expansion of these sectors 
of industry. Industrial materials can, however, be effectively used 
only as part of a scientific package of inputs which must include 
effective organisation. Attention has, therefore, been given to the 
multiplication and distribution of improved varieties of seeds, 
speeding up of the implementation of irrigation projects, and pro- 
vision of guidance to farmers regarding the best methods of using 
these resources. Intensive attention has been paid to selected areas 
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holding out the best promise of quick returns in terms of increased 
production. In order that it may be worthwhile for farmers to use 
modern inputs, remunerative prices have been offered; procure- 
ment prices in 1965-66 for rice have in general been about 5 to 10 
per cent higher than those for 1964-65. 

21. While arrangements were made for increased imports of 
foodgrains, it was clear that supplies would not suffice to meet 
demands in full. Measures were, therefore, taken to protect to the 
extent possible the more vulnerable sections of the population. The 
policy objective has been to enforce statutory rationing in cities 
with a population of 100,000 or more. So far statutory rationing 
has been introduced in Calcutta, Madras, Coimbatore and Delhi. 
In order to secure supplies to meet the requirements of deficit areas, 
the procurement of foodgrains was intensified. Restrictions were 
maintained on movement of foodgrains to facilitate procurement. 

22. In the industrial field, efforts were made to minimise the im- 
pact on production of the shortage of foreign exchange for imports 
of components and raw materials. Technical possibilities of import 
substitution were identified and implemented in a number of indus- 
tries. In certain cases, incentives through higher prices were pro- 
vided for the establishment of additional capacity. The distribution 
and prices of cement were decontrolled; cement producers are to 
meet essential Government requirements at a fixed price while sell- 
ing the remainder of output at higher prices. 

23. The Budget for 1965-66 included a number of provisions design- 
ed to stimulate production, investment and savings. The excise 
duties were lowered on certain products whose output could be ex- 
panded in response to higher demand. The lists of priority indus- 
tries entitled to concessional treatment for direct tax purposes were 
enlarged and rationalised. Schemes for the grant of tax credit cer- 
tificates on increase in corporate income and on additional production 
in certain industries subject to excise duties were announced in order 
to secure larger output, not only through the establishment of addi- 
tional capacity but, more important, from the efficient use of exist- 
ing capacity. 

24. After the Budget for 1965-66 was presented, it became appa- 
rent, however, that revenues would be lower than anticipated be- 
cause of the sluggishness of the economy, and that expenditure in 
certain directions would be higher. In order to avoid substantial de- 
ficit financing in the context of poor agricultural output and rising 
prices, a Supplementary Budget was presented in August 1965, which 
provided for substantial additional revenue from import and excise 
duties. In keeping with the long-term objective of giving an impetus 
to import substitution the need for additional revenue was met by 
raising and rationalising the structure of import duties. 

25. It was expected that with the start of the year, the expansion 
in the supply of money will be more or less in line with the growth 
of output, on the basis of higher agricultural production and a balanc- 
ed budget. These expectations were falsified as a result of the ad- 
verse weather conditions in agriculture and the deterioration in the 
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budgetary position. The expansion in money supply over the year 
has been substantial though output has not risen. Efforts were made 
to keep monetary expansion in check through appropriate policy 
measures. In the event, the extent of criedit contraction during the 
slack season was less than anticipated; the policy for the following 
busy season was, therefore, devised so as to ensure an adequate flow 
of credit to the priority sectors of exports, defence production and 
holding of food stocks by approved agencies while restricting severe- 
ly the expansion of credit to other sectors. While considerable strin- 
gency prevailed in the money market, there was, nevertheless, a 
substantial expansion in the money supply over the year as noted 
earlier; basically, this was because investments (including in the 
public sector) which would appropriately have been financed through 
long-term savings have had in part to be financed by the banking, 
system. 

26. Measures were also taken to strengthen the balance of pay- 
ments. In order to encourage exports, a scheme of tax credits against 
export earnings was announced in the Budget for 1965-66. In recent 
years, certain categories of invisible receipts have flowed increasing- 
ly through illegal channels; and under the National Qefence Remit- 
tance Scheme inducements were offered for a limited period to remit 
these funds legally. A temporary scheme was also announced under 
which gold could be lent to Government on the basis of repayment 
in gold after a period of years. The rationalisation and enhancement 
of import duties in the supplementary budget were designed to pro- 
vide a stimulus to import substitution. 

27. Policy measures must continue to be applied to improve the 
rate of growth, and to strengthen the balance of payments while se- 
curing price stability. A major task is to secure the maximum out- 
put in the short-run from investments already made. This is, in. 
part, a matter of identifying specific impediments to higher produc- 
tion, for example by completing distribution channels where irriga- 
tion facilities already exist. In part, there is need for incentive 
prices in priority sectors in which unduly low price levels have held 
back production. The creation of a framework in which the running 
enterprises, whether in agriculture or industry, can respond flexibly 
to changing situations to secure larger production can also make 
an important contribution. The concentration of control at strategic 
points, while permitting flexibility in subsidiary decision-taking, can 
result in the better use of resources available; for example, the de- 
control of categories of sticel in plentiful supply has provided greater 
flexibility to the engineering industries. 

28. The greater flexibility in the use of imported components and 
raw materials is related partly to the level of supplies that is avail- 
able. In regent years, an increasing proportion of assistance has been 
available in non-project form, and a further move in this direction 
will be of value. Higher prices for imported materials, such as those 
resulting from the revised import tariff, also facilitate a greater degree 
of flexibility in imnort licensing, while reducing in part the windfall 
profits made by those who are allocated foreign exchange for the 
import of finished goods or of raw materials. Such excess profits 
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can legitimately be diverted to financing the investments needed for 
growth. 

29. A sizeable expansion of export earnings is imperative if deve- 
lopment is to proceed at a rate commensurate with our require- 
ments. While increased levels of external assistance are desirable 
and can be put to effective use in stimulating the growth of the 
Indian economy, reliance must primarily be placed on export earn- 
ings to finance the growing needs of imported materials and equip- 
ment. The relatively low rate of growth of export earnings in thfr 
recent past is a matter of serious concern. There is need to create 
a frame-work which provides a strong and stable stimulus not only 
to short-run export promotion but also to the building up of pro- 
ductive capacity to meet foreign demands and long-term investments 
in marketing abroad. Such a frame-work must be sufficiently com- 
prehensive to enable advantage to be taken of new opportunities 
abroad and new possibilities of production in the country as and 
when they arise. Further, it is not only with regard to commodity 
imports and exports that export promotion and import substitution 
are desirable. Sustained effort in these directions is needed also in 
fields such as shipping, banking and tourism. 

30. In the context of thje growing requirements of development, 
the need for augmenting domestic savings is greater than ever. The 
need for strengthening the budgetary position is all the greater since 
the substantial budgetary support which the imports of foodgrains 
under PL-480 has provided in recent years cannot be considered 
as an integral part of long-term fiscal policy. In part, there is need 
and scope for mobilizing resources by additional measures of taxa- 
tion. But given the substantial measures of additional taxation al- 
ready imposed, the extent to which domestic savings can be mobilis- 
ed for development would depend henceforth increasingly on the 
rate at which output can be expanded. While it may be necessary 
and desirable to extend the tax system to cover more fully those- 
who benefit from development, to mop up incomes which serve no 
functional purposes and even to raise the rates of taxation, reli- 
ance will need to be placed primarily on increasing the yields of 
taxes at current rates and the surpluses of public sector undertak- 
ings through greater and more efficient production. In this sense, 
the quick expansion of output and the mobilization of resources for 
development are only different aspects of the same problem. 

31. The adequate mobilization of internal resources is the only 
means of avoiding excessive expansion of the money supply and 
inflationary pressure in the economy. While adjustments in relative 
prices are oft/en desirable in order to provide a stimulus to produc- 
tion, they become ineffective if they are neutralised by corresponding 
increases in prices generally. A further requirement for stability is 
that, when relative prices are changed for policy reasons, there is 
restraint in adjustment of incomes to compensate for higher costs. 
If agricultural prices must be relatively higher than they were some 
years ago in order to stimulate agricultural output, it is not feasible 
to adjust non-agricultural incomes to compensate in full for higher 
agricultural prices. There is thus need to view proposals for changes 
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in prices and incomes in individual sectors in the context of an over- 
all price and income policy providing for a reasonable degree of 
overall price stability. 

32. In short, increased use of fiscal and monetary measures, pro- 
motion of competition on the basis of price and quality to the maxi- 
mum extent possible, a greater degree of mobilization of resources 
for investment and the expansion of public investment and savings, 
and selective application of controls at points at which they can be 
applied effectively in the pursuit of specific social objectives, are 
all essential ingredients of a policy designed to promote rapid econo- 
mic growth while furthering the social objective of reducing inequ- 
alities of income and wealth. 











PART II 

Agricultural Production 

There was a substantial increase in agricultural production in 
1964-65; the increase was primarily in foodgrains, sugarcane and 
oilseeds; production of fibres showed a decline. During the current 
crop season, the failure of late monsoon and lack of winter rain 
have affected production adversely in several parts of the country. 
Foodgrains production is expected to be substantially lower than 
last year; a decline is also expected to have taken place in the pro- 
duction of raw cotton, raw jute and oilseeds. 

Agricultural Production 


Percent 
change fin 
1964-65 
over 



Unit 

1961-62 1962-63* 

1963-64*1964-65** 

1963-64 

Rice .... 

Million tonnes 

3566 

31-91 

36-89 

38-73 

5-0 

Wheat 

Million tonnes 

12-07 

10-83 

9-86 

12-08 

22-5 

Other cereals 

Million tonnes 

23-22 

24-27 

23-44 

25-21 

7-6 

Pulses .... 

Million tonnes 

11-76 

n -44 

io- 06 

12-38 

23-1 

Foodgrains . 

Million tonnes 

82-71 

78-45 

80-24 

88-40 

10-2 

Raw cotton (Lint) 

Million bales t 

4-58 

5-31 

549 

541 

— 1-6 

Raw jute & mesta . 

Million bales % 

8-24 

7-15 

8-06 

7-67 

- 4-8 

Sugarcane . 

Million tonnes 
of gur 

10-56 

954 

io-6o 

12-32 

16- 2 

Oilseeds 

Million tonnes 

7-28 

7 " 11 

704 

8-58 

22-0 

Index number of agricid- 
tural production 

1949-50 — 100 

144-8 

137-5 

142-6 

157-6 

10-5 


♦Partially revised estimates 
•♦Final estimates 
fBased on figures in thousands 
JBalc - 180 kgs. 

2. The increase in agricultural production in 1964-65 took place 
after a succession of three years of relative stagnancy. The index 
of agricultural production went up by 10-5 per cent in 1964-65 as 
compared with an increase of 3-7 per cent in 1963-64, a decline of 
5 0 per cent in 1962-63 and only a marginal increase in 1961-62. 
The average annual increase in production during the first four years 
of the Third Five Year Plan works out to 2 6 per cent as compared 
with the growth of 4 0 per cent per annum achieved during the 
preceding ten years. 


268 M. of F.— 2 
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3. Production of foodgrains increased by 10-2 per cent in 1964-65 
reaching 68-4 million tonnes. Despite this large increase, however, 
imports of foodgrains had to be continued in view of the consider- 
able decline in market arrivals. The relative stagnancy of food- 
grains production during the first three years of the Third Five- 
Year Plan had led, in all probability, to a depletion of private stocks 
of foodgrains in the hands of producers, traders and consumers; 
the large increase in output which occurred in 1964-65 appears to 
have reversed this tendency and it is probable that private stocks 
of foodgrains have been rebuilt during the year. 

4. The availability of cereals and pulses has been as follows in 
the recent years : 

Net Per Capita Availability of Foodgrain 

(Ozs. per day) 

Per Capita availability of Per Capita imports of Per Per 
cereals cereals Capita Capita 

Year availa- availa- 

bility of bilily of 




Rice 

Wheat 

All 

cereals 

Rice 

Wheat 

All 

cereals 

pulses 

food- 

grains 

1959 

• 

6-3 

2*7 

i 3 ‘ 8 

0- 1 

o-8 

o -9 

2 - 6 

16-4 

i960 

* 

• 6*3 

2*8 

13*5 

0*2 

10 

1 • 1 

23 

15-8 

1961 

• 

6*7 

2-8 

14*0 

O* I 

o *7 

o-S 

2*4 

164 

1962 


6*8 

30 

14* 1 

O* I 

o -7 

o*8 

2*2 

16*3 

1963 


60 

29 

13*1 

O* I 

0-8 

1*0 

2- I 

15-2 

1964 


67 

3*2 

14-0 

o- I 

1 • 1 

i *3 

1*8 

15*8 

1965 

. 

6*9 

3’2 

145 

0*2 

i -3 

15 

2*1 

16* 6 


It will be seen that per capita availability of foodgains has 
increased from 15 2 ounces per day in 1963 to 15-8 ounces in 1964 
and further to 16-6 ounces in 1965. Imports constitute d 10-3 pe r 
cent of the total availability of cereals. But in the case *oF wheat 
the percentage was as high as 40-6. 

5. The failure of late monsoon in several parts of the country 
has affected adversely the production of foodgrains during the current 
agricultural year (1965-66). The production of kharif foodgrains is 
expected to be lower than in the previous year by nearly 15 
per cent. The outlook for the rabi crop is also uncertain. Steps 
have been taken to raise additional crop on 2-5 million acres during 
the rabi season. Altogether, however, the aggregate production of 
foodgrains during the current agricultural year will be substantially 
lower than in the previous year. 

6. Cotton production had shown a slight decline in 1964-65 — from 
5-5 million bales in the previous year to 5-4 million bales. According 
to trade estimates, production is likely to have declined further 
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during the current year, the estimate being 5-6 million bales as corn- 
pax ed with 5-7 million bales last year. The total availability of raw 
cotton during the current year (September 1965— August 1966) may 
be estimated as follows: 


Opening stocks 
Production 

Imports arranged so far 


Million bales 
2-4 
5-6 
0-3 


Total 8*3 

Exports may be estimated at around 250,000 bales and another 70,000 
bales may be required for extra factory consumption. This leaves 
8-0 million bales as available for mill consumption (in 1964-65 it 
was 6*4 million bales) and carry-over into the next season. A sub- 
stantial drawing down of stocks of cotton will be necessary during 
the current season and, on the basis of the present import programme, 
there is likely to be a shortage of long-staple cotton which is mostly 
imported. 

7. Raw jute production had also declined in 1964-65 and is expec- 
ted to have declined further during the current year. The decline 
in production, together with increased consumption of raw jute by 
the mills, led to a fairly tight supply position. The further decline 
in output during the cuiTent year necessitated augmenting domestic 
supplies of raw jute by larger imports from abroad. During the 
current season (July 1965 — June 1966) imports of over one million 
bales are likely to take place as compared with 670,000 bales in the 
preceding season. Even so, the season will end with a comparatively 
low level of stocks. 

8. Sugarcane output showed a substantial rise of 16-2 per cent 
in 1964-65. The sugarcane availability to the sugar factories also 
improved considerably following the fiscal incentives given for 
excess production during the last season. Sugarcane output during 
the current season is expected to be about the same as last year 
although area under the crop is estimated to have gone up by 7 5 per 
cent. The prices of gur are lower than a year ago, indicating that 
the supply of sugarcane to the sugar factories should be adequate. 

9. A substantial increase also occurred in the output of oilseeds 
•in 1964-65. Total production went up fi’om 7-04 million tonnes to 

8 58 million tonnes. Groundnut production inci’eased fi'om 5-22 
million tonnes to 6-18 million tonnes. Despite larger output, how- 
ever, exports continued to be banned, since market arrivals were 
low and prices ruled high. In addition, a quantity of 75,000 tonnes 
of soyabean oil was imported under P.L. 480. The groundnut crop 
during the current year is substantially smaller than last year’s. 

10. For some years past, Government has given high priority to 
the programmes of increasing agricultural production. Plan outlay 
on agriculture has been progressively increased from Rs. 81*6 crores 
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in 1961-62 to Rs. 167-6 crores in 1964-65, the outlay approved for 
the current year is Rs. 187 • 3 crores. The emergency food production 
drive has been launched, which envisages raising of additional crops 
in selected irrigated areas, cultivation of root crops, emphasis on 
minor irrigation, composting, etc. 

11. From a somewhat longer point of view, the agricultural 
programme envisages introduction of new varieties of seeds of rice 
and wheat which are capable of yielding substantial increases in 
production, provided adequate water, fertiliser and plant protec- 
tion are available. The introduction of new varieties will be con- 
centrated on selected areas of assured rainfall or areas which are 
well served by irrigation. The requirements of plant protection can 
also be met partly by the expected increase in the indigenous pro- 
duction of pesticides and partly by import. The major problem in 
regard to this programme is that of adequate supply of fertiliser. 

12. The availability of fertiliser has been going up in recent 
years and it will increase further with the speeding up programmes 
of indigenous production and with larger import. Recently the 
U.S. Government has made available $50 million for the import of 
fertilisers in time for the next kharif season. The following table 
shows the production, imports and total availability of nitrogenous 
fertilisers and estimated production and imports in 1966-67. 

Nitrogenous Fertiliser x 

(’000 tonnes of N) 





Production 

Imports 

Total 

availability 

1961-62 

. 

. 

145 

13S 

283 

1962-63 

• 


. 178 

245 

423 

1963-64 

• 


. 219 

223 

442 

1964-65 

• 


234 

218 

452 

1965-66 

(Estimated) 

• 


275 

331 

606 

1966-67 

(Estimated) 

• 


. 400 

450 

850 


Industrial Production 

13. There was a further rise in industrial production during the 
year, although the rate of increase is not expected to be as much 
as during the last year. Industrial output during the first four 
years of the Third Five-Year Plan went up at an annual rate of 7-5 
per cent. During the first half of the current year also, the rate of 
increase was 7-3 per cent as compared with 7-1 per cent in the first 
half of 1964-65; but recent trends in output suggest that taking the 
year as a whole, production will not show an increase of more than 
6 per cent. 




INDEX OF INDUSTRIAL PRODUCTION 


1956 * IOO 


I8S i GENERAL 



COTTON CLOTH 


CHEMICALS 


FINISHED STEEL 




MACHINERY l 

TRANSPORT 

EQUIPMENT 


I II 

1065-66 



I II 

1965-66 


MINISTRY OF FINANCE . ECONOMIC DIVISION. 
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Index of Industrial Production 

(1956100) 



1960-61 

1961-62 

1962-63 

1963-64 

196465 

1965-66 

I st Quarter . 

126-9 

139-2 

143-9 

158-8 

167-5 

185-0 

2nd Quarter . 

126-1 

138-4 

148-7 

161-7 

175-6 

183-1 

3rd Quarter . 

139- 3 

140-7 

154-3 

169-9 

181 ■ 8 


4th Quarter . 

139-0 

150 - 1 

160-3 

174-0 

1 86 - 1 


Annual Average 

1328 

142-1 

T 53 I 

166 • 1 

177-8 



Quarterly figures arc seasonally adjusted. 

14. The improved availability of raw materials should have 
contributed materially to the production of agriculture-based indus- 
tries; and this, indeed, was true of sugar and vanaspati. Produc- 
tion of sugar went up from 2-57 million tonnes in 1963-64 (Novem- 
ber — October) to 3-26 million tonnes in 1964-65. Output of vanas- 
pati showed a remarkable increase of over 20 per cent in the first 
half of the current fiscal year. 

15. Raw cotton availability improved and cotton was, therefore, 
not a limiting factor to the expansion of output in the cotton tex- 
tile industry. If, nevertheless, the growth of production in this 
industry has been retarded, it seems to be primarily due to the 
slower growth in demand both for domestic consumption and for 
export. Periods of rise in food prices have tended to coincide with 
a slowing down in the growth of domestic demand for cloth. 
Exports were also marginally lower during the first half of the 
current fiscal year as compared with the corresponding period of 
last year, mainly because the quota of export to U.K. was exceeded 
in the previous year. Although cloth production showed a small 
increase during the first half of the current fiscal year, the stocks of 
cloth and yarn accumulated with the mills. By October, the effect 
of accumulation of stocks was being felt on cloth production in the 
mill sector. Production in the decentralised sector had already 
been declining since January 1965. The major cause of the setback 
to production was the accumulation of stocks due to slack demand; 
to this factor, however, was added the difficulties of power supply 
in certain regions, namely, Andhra Pradesh, Madras, Kerala, Madhya 
Pradesh, Rajasthan and Punjab, served by hydro-electric systems 
following the failure of late monsoon. 

16. More recently, cloth production has been picking up and 
stocks have declined. It is unlikely, however, that the total pro- 
duction of cloth (mill and decentralised sector) will be much higher 
than last year. 
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Production in Agriculture-based Industries 


Percentage change 

1964-65 1965-66* 

(April- (April- 1964-65 1965-66 

Septem- Septem- over (Apr.- 
IJnit 1963-64 1964-65 ber) ber) 1963-64 Sept.) 

over 

1964-65 

(Apr.- 

S.pt.) 


Cotton cloth 


( Total ) 

Million metres 

74x0 

7745 

3819 

3839 

+ 4-5 

+0-5 

Mill Sector . 

Million metres 

4484 

4676 

2334 

2339 

+ 4*2 

-f-0-2 

Decentralised 

Sector 

Million metres 

2926 

3069 

1485 

1500 

+ 4*9 

+ 1-0 

Jute textiles 

’ooo tonnes 

1248 

1292 

645 

680 

+ 3-5 

+ 5-4 

Sugarf , 

Million tonnes 

2-57 

3-26* 

• • 


+26-8 


Tea 

Million kgs. 

342 

373 

346** 

340** 

+92 

— r • 7 ** 

Coffee 

’ooo tonnes 

61-2 

63-4 

32-4 

33*2 

+ 3-6 

+ 2*5 

Vanaspati 

’ooo tonnes 

398 

366 

164 

200 

— 8-o 

+ 22*0 


♦Provisional 

fDuring the sugar season November-October 
♦•Relates to April-Novembcr 

17. The effect of adverse weather has also been felt on plantation 
industries; production of tea in North India during April-November, 
3 905 was 267 million kgs., as compared with 282 million kgs, during 
the corresponding period last year ; the tea crop in South India, 
however, has not been affected. Altogether tea production during 
the current fiscal year may be about 360 million kgs., or 4 per cent 
lower than last year. Production of coffee will at best be about the 
same as last year, namely 63,000 tonnes. 

18. Among industries which are not significantly dependent either 
on agriculture or on foreign sources for raw material supplies, there 
was a substantial increase in production which in many cases sur- 
passed the growth rate achieved during the previous year. Pro- 
duction of finished steel is expected to be 4-6 million tonnes during 
the current year as compared with 4-4 million tonnes last year. 
Cement production during the first half of the current fiscal year 
was 11 per cent higher than in the corresponding period last year 
and the full year estimate may be placed at 11-3 million tonnes as 
compared with 9-8 million tonnes last year. There has been an 
impressive increase in aluminium output as a result primarily of 
the expansion of capacity. It is expected that taking the year as 
a whole aluminium production will reach nearly 65,000 tonnes — an 
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increase of 20 per cent over the previous year. With greater avail- 
ability of steel, the output of metal industries has also shown an 
increase of 14 per cent and of machinery industries nearly 17 per 
cent during the first half of the current year. Among chemical in- 
dustries, the output of soda ash and caustic soda went up by 18 
per cent and 19 per cent respectively during the first half of the 
current year. There was a decline in the production of sulphuric 
acid as a result of difficulties of procuring sulphur in the international 
markets ; and this seems to have affected production in chemical 
industries which require sulphuric acid. 

Output in Selected Industries 


Percentage change 
in 


1965-66 

(April- 

Septcm- 

ber) 

Unit 1963-64 1964-65 1964-65 1965-66*1964 -65 over 

(April- (April- over 1964-65 
Sept.) Sept.) 1963-64 (April- 

Sept.) 


Coal 

million tonnes 

66-3 

64-4 

31-4 

34‘7 

—2-9 

4-10-5 

Finished steel . 

million tonnes 

4-30 

4-43 

2*11 

2*19 

+3-o 

4 - 3-8 

Aluminium (vir- 
gin metal) 

’ooo tonnes 

54 -o 

54 -i 

27-2 

30*3 

+ 0-2 

4 - 11-4 

Cement . 

million tonnes 

942 

979 

4*67 

519 

I-3.9 

4 - 1 1 • 1 

Sulphuric acid . 

’000 tonnes 

6 02 

695 

345 

328 

+ 15-4 

— 4-9 

Soda ash. 

*ooo tonnes 

274 

286 

134 

158 

+ 4-4 

4 - 17-9 

Caustic soda . 

*ooo tonnes 

163 

192 

90 

107 

- 1-17-8 

-(-18-9 

Electricity gene- 
ration . 

billion kwh. 

25-9 

29-0 

14-3 

15-8 

-1-12-0 

4 - 10-5 

Metal products 

Index : 

1956 100 

205-6 

227-8 

222-7 

253-2 

+ 10-8 

4 - 13-7 

Electrical ma- 
chinery 

»s 

243-2 

298-0 

282-1 

310-3 

4 - 22-5 

4 - io-o 

Other machi- 
nery . 

>y 

377-7 

437-4 

404-6 

473-7 

4 - 15-8 

4-17-1 

Transport equip- 
ment . 


162-7 

200-2 

191-3 

198-3 

-l-23-o 

4 - 3-7 


*Pro visional. 
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19. Reflecting the better growth in metal industries and in cement 
as also the growth in railway goods traffic (which was up by 10 
million tonnes), coal production picked up from the low level to 
which it had fallen during the previous year. On the other hand, the 
slow growth in the cotton textile and certain chemical industries 
seems to have affected power generation adversely during the early 
part of the current fiscal year. The increase in power generation 
during this period was only about 10 per cent as compared with the 
annual average of about 15 per cent during the last few years. 


20. The shortage of foreign exchange required a drastic curtail- 
ment of imports during the year. While the International Develop- 
ment Association made available a loan of $ 100 million for financing 
non-project imports required for six selected industries, the non- 
project assistance from the United States, which has been in recent 
years an important source for meeting the material requirements of 
industry, has not yet been released except for $ 50 million for 
fertilisers. While the carry over of licences from previous periods 
as also of inventories, have enabled industry to continue working 
at somewhat reduced capacity levels, the full effect of the import 
restrictions may be felt only during the coming months. The in- 
dustries affected include a large number of chemical and engineering 
industries as also the industrial machinery sector which depends 
on foreign sources of supply for steel and components. The pause 
in aid has resulted in an interruption in the flow of imported inputs. 
The adverse effect of this on production in several industries cannot 
be avoided unless additional foreign exchange for non-project im- 
ports can be released in the near future. 


21. The public sector projects, many of which will help import 
substitution on a large scale, made considerable further progress 
during the year. Mention may be made in particular of the pro- 
gress of the Durgapur Alloy and Steel project whose production of 
alloy steels has been increasing month by month reaching nearly a 
thousand tonnes by October 1965; since its inception the production 
of alloy steels in this project has been well over 7,000 tonnes. The 
production of fertilizer is also expected to increase materially during 
the year. On present indications, it may be about 275,000 tonnes 
of nitrogen as compared with 234,000 tonnes during the last year. 
Production would have been even larger but for the adverse effect 
of power cuts. The production of the Heavy Electrical Plant at 
Bhopal has been rising progressively and it is now capable of meet- 
ing the bulk of the plant and equipment requirement of the thermal 
power expansion contemplated during the Fourth Five Year Plan. 


22. Major expansion projects in the private sector also went 
forward during the year. Mention may be made in particular of 
the aluminium industry the expansion of which is likely to result 
in additional production of 5,000 tonnes. The fertilizer industry in 
the private sector is now expected to progress faster than before 
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following the recent clarification of Government’s policy in regard 
to prices and distribution. 


23. Several projects both in the public and private sectors have 
already come to a stage of fruition and considerable expansion in 
capacity and production may be expected from these during the 
coming year. As a result of the completion of the Bhilai expansion, 
production of steel ingots will reach about 8 million tonnes and 
of saleable steel about 5-5 million tonnes during the next year. 
Following decontrol, capacity in the cement industry is also ex- 
pected to go up to some 14 million tonnes. The major additions 
to the fertilizers production will be from Neyveli (60,000 tonnes of 
nitrogen) and Trombay (60,000 tonnes of nitrogen). Allowing for 
the FACT expansion, likely to result in additional production of 

10.000 tonnes of nitrogen, fertilizer production will go up by nearly 

130.000 tonnes representing an increase of nearly 50 per cent over 
the current year’s level. With the further expansion of the plants 
in the private sector, aluminium production, on current indications, 
may be about 87,000 tonnes during the next year. 


24. Production in industries based on indigenous supplies of 
metals and other materials may, therefore, be expected to rise. 
The shortage of agriculture-based raw materials (raw cotton, raw 
jute, oil seeds) and of imported inputs will, however, affect output 
in industries using them, unless adequate imports can be arranged. 


Budgetary Transactions 


25. There has been a progressive deceleration in the rate of increase 
of the outlays of Central and State Governments in the last three 
years. The total outlay increased by Rs. 919 crores in 1963-64, Rs. 596 
crores in 1964-65 and the budgets for the current year provided for 
an increase of Rs. 459 crores. The major explanation of this is that 
defence expenditure, after a sudden and large increase in 1963-64 
levelled off in the subsequent years. Development outlays continued 
to go up at an increasing rate till the current year when the budgets 
provided for a substantially smaller increase. The increase was 
Rs. 407 crores in 1963-64, Rs. 507 crores in the subsequent year and 
the budgets provided an increase of Rs. 341 crores during the current 
year. Despite these trends, which reflect, in part, the growing 
anxiety about the inflationary impact of Government expenditure, 
the basic gap ( i.e . the difference between total outlays and current 
revenues) has been increasing. The budgetary operations of Central 
and State Governments, therefore, continued to have an expansionary 
influence on the economy, although their inflationary content was 
sought to be reduced by a progressive reduction in the extent to 
which the deficit was financed by borrowing from the Reserve 
Bank. 
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Budgetary Transaction ^ of the Central and State Governments 

(Rs. crores) 



1963-64 

1964-^5 

(R.E.) 

1965-66 

(B.E.) 

i . Total outlay ...... 

4284 

4880 

5339 

(a) Development * ..... 

2549 

3056 

3397 

1. Plan ...... 

1674 

2086 

2225 

2. Non-Plan ..... 

875 

970 

1172 

( b ) Non-Development ** .... 

1735 

1824 

1942 

1. Defence (net) .... 

816 

835 

879 

2. Interest on public debt . 

303 

361 

411 

3. Tax collection charges . 

76 

88 

96 

4. Police ..... 

137 

152 

165 

5. Others ..... 

403 

388 

391 

II. Current Revenue ..... 

3050 

3291 

3567 

(a) Tax Revenue ..... 

2325 

2545 

2728ft 

(b) Non-Tax Revenue .... 

725 

746 

83 Q 

(of which contribution to Plan by 

Public Undertakins)f 

(164) 

(189) 

(233) 

III. Gap (/—//) 

1234 

1589 

1772 

Financed by 

IV. Capital Receipts {net) .... 

1062 

1507 

170 5 

(a) Internal ...... 

546 

833 

908 

1. Market loans (net)J 

194 

203 

228 

2. Small Savings, Prize Bonds, Premium 

Prize Bonds and Gold Bonds 

(net) 

136 

137 

120 

3. Provident Fund and Compulsory 

Deposits/ Income- tax Annuity 

Deposits (net) .... 

IOI 

135 

J 43 

4. Miscellaneous Capital Receipts (net) 

115SS 

358 

417 

(6) External ...... 

516 

674 

797 

1. Loans* net (excluding PL 480) 

322 

396 

492 

2. Grants (excluding PL 480) 

7 

12 

7 

3. PL 480 assistance.^ 

187 

266 

298 

V. Overall Budgetary Deficit 

172 

82® 

67SS 


♦Includes Plan expenditure of Railways and non- departmental undertakings out 
of their own resources as well as loam by the Central and State Govts, to local bodies* 
non-departmenta commercial undertakings (including Electricity Boards) and other 
parties. 

♦♦Excludes transfers to Special Development Fund and other funds. 

ft Excludes additional tax revenues of a little over Rs. ioo crores from supplementary 
measures adopted in August 1965 by the Central Govt, and additional tax revenue of Rs. II 
crores levied by the States after the Budget. 

t Includes contribution of Railways* P & T and other non-departmental commer- 
cial undertakings for the Plan. 

X Includes borrowings by the State Electricity Boards. 

$$Includes sale of treasury bills to parties other than Reserve Bank. 

.^Includes loans and grants from counterpart funds and net increase in the U.S. 
holdings of special securities. Excludes transfers of PL 480 funds from the State Bank 
of India which are taken as internal receipts under Miscellaneous Capital Receipts. 



21 


26. The overall budgetary deficit of Central and State Govern- 
ments was Rs. 82 crores according to the revised estimates for 1 964-65. 
The actual deficit, however, turned out to be much larger — Rs. 167 
crores, or about the same as in 1963-64. These figures do not take 
account of the net purchases of long-term Government securities 
by the Reserve Bank. In 1963-64, such purchases amounted to 
Rs. 37 crores; over 1964-65, however, the Reserve Bank could sell 
securities of Rs. 18 crores. Thus the total borrowings of Central 
and State Governments from the Reserve Bank declined from 
Rs. 209 crores in 1963-64 to Rs. 149 crores in 1964-65. The concern 
with the inflationary effects of budgetary operations was reflected 
in the desire to avoid deficit financing altogether in the original 
Central budget for 1965-66. The States’ budgets, however, were 
framed on the basis of a large deficit amounting to Rs. 71 crores. 


27. By the middle of the year, it was clear that the balance 
sought to be aimed at in the Centre’s budget would not be achieved 
without further additional taxation. Revenue receipts, especially 
from direct taxation, had been less buoyant than expected earlier, 
the borrowing programme had to be curtailed somewhat in view 
of the tight conditions in the money market and additional dear- 
ness allowance had to be given in view of the rise in prices. In 
order to counter the effect of these tendencies, a supplementary 
budget was presented in August and import and excise duties were 
stepped up. The new taxation was estimated to yield an additional 
Rs 100 crores during the current fiscal year and Rs. 167 crores in a 
full year. 


28. The State Governments also took measux'es of additional 
taxation to cover a part of their budgetary deficit. The yield from 
these taxes is estimated at about Rs. 15 crores during the current 
year and Rs. 52 crores in a full year. 


29. The prospect of achieving a non-inflationary balance in 
the budgets of the Central and State Governments seems to have 
weakened following the Indo-Pakistani hostilities and the failure 
of late monsoon resulting in drought in several parts of the country. 
The direct effect of these events was to increase the requirements 
for defence, measures of relief and rehabilitation in the border areas, 
special relief for the drought-affected areas (which would imply ad- 
ditional expenditures by the State Governments as also a decline 
in land revenue) and the possibility of reduced revenues as a result 
of the dislocation of production. The indirect effects stem primarily 
from the pause in external assistance which necessitated continu- 
ance of severe import restrictions with consequent effects on pro- 
duction and revenues. 


30. Despite the supplementary budget, therefore, a deficit in the 
budgetary operations of 1965-66 is likely. 



22 


31. A notable feature of fiscal policy during the current year 
was the flexible use of tax measures which were designed not 
merely to raise revenue but also to subserve the other objectives of 
policy. One of the objectives was to stimulate investment and pro- 
duction in priority industries. For certain specified industries, grant 
of tax credit certificates were provided with reference to the addi- 
tional corporation tax payable by them and/or additional excise 
duties paid over the specified base year. In addition, the budget 
also liberalised development rebates on a selective basis, and the 
supplementary budget has extended this liberalisation further to 
certain selective industries. The purpose of these concessions is 
to stimulate productivity and output in these priority industries 
and to enable these industries to obtain additional finance for 
expansion. 

32. Direct tax incentives had already been given in previous 
years to promote exports. During the current year, a scheme of 
tax credit certificates was introduced for the grant of such certi- 
ficates upto 15 per cent of the value of exports in respect of certain 
specified commodities. Since the tax credit certificates themselves 
are tax free, the benefit to the exporter is equivalent to approxi- 
mately twice as much as the value of the certificate. Traditional 
commodities such as jute and tea were included in the list. 

33. The supplementary budget carried a step further the pro- 
cess of encouraging import substitution through tax policies. 
Import duties on a large number of items were increased and the 
entire tariff rationalised in the interest of encouraging indigenous 
production. Concessional rates were provided for certain priority 
sectors, notably agriculture. 

34. The principal objective of fiscal policy in the long-term 
context of planning and development is to stimulate the rate ot 
domestic savings both directly by increased savings of the public 
sector and indirectly by providing inducements for greater private 
savings. This objective requires that the growth of non-develop- 
mental public expenditures is kept in check, that opportunity i& 
taken as and when possible, to raise additional resources through 
the enlargement of the tax base and suitable adjustments in rates, 
that public enterprises succeed in earning a rate of return on 
capital which can be considered adequate in view of the scarcity 
of capital and that the overall effect of the budgetary policies is not 
such as to retard the growth of private savings. In all these direc- 
tions, progress has been achieved over the last few years. 

35. Tax revenues of Central and State Governments have 
increased progressively from 6-6 per cent of the national income in 
1950-51 to 9-6 per cent in 1960-61 and further to approximately 14 
per cent in 1965-66. This is partly due to normal growth and partly 
due to additional tax effort. The total yield over the Third Plan from 
additional tax measures undertaken by the Centre is estimated to 
aggregate Rs. 2260 crores; the Third Plan target was Rs. 1100 crores. 
The rise in prices was partly responsible for the increased tax 
yields. The States are expected to realise about Rs. 590 crores 
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from their additional tax effort in the course of the third plan as 
against the original target of Rs. 610 crores set for them. The 
additional tax effort by both Centre and States had aggregated 
Rs. 1052 crores during the Second Plan. 


36. The growth of tax revenue and other current income of the 
Central and State Governments has been accompanied by 
increases in current expenditures, which, upto 1961-62 could be 
ascribed primarily to the growth in the development activity of 
Goveimment and since then, to this factor as well as to the sharp 
increase in defence outlays which occurred in the middle of the 
Third Five Year Plan. As already mentioned, defence outlays have 
now levelled off. The savings of the Central and State Governments 
are estimated to have risen from 1-0 per cent of national income in 
1950-51 to 2-5 per cent in 1962-63 and may be expected to be current- 
ly running at the same level, despite the growth in current outlays, 
mainly due to the progressive increases in taxation. 


37. The above analysis is in terms of the savings of the Central 
and State Governments as well as the departmental commercial 
undertakings controlled by these Governments. In addition, 
public sector enterprises, organised as non-departmental under- 
takings, have also made progress towards realising surpluses from 
their operations. The Third Five Year Plan had visualised that 
surpluses of such undertakings would amount to Rs. 450 crores 
during the plan period, Rs. 300 crores from the Central undertak- 
ings and the balance from State undertakings. It is estimated now 
that the surpluses of Central undertakings may aggregate Rs. 300 
crores during the Third Plan period and of State undertakings 
Rs. 115 crores. 


38. A major policy objective is to maximise returns from the 
large government investments made in the various commercial and 
industrial undertakings. This is to be secured through a more 
officient functioning of these undertakings and through the pursuit 
of appropriate price policies. Following the Venkataraman Com- 
mittee’s recommendations, it has been suggested that the electricity 
undertakings should aim at a rate of return of 12 per cent on capital 
•employed; in the case of other undertakings, too, it may be desirable 
to aim at a similar rate of return. The financial results of 31 running 
concerns (other than Hindustan Steel) of the Central Government 
■show that during 1963-64 their gross profits amounted to 7-5 per cent 
of the total capital employed and net profits to 6-9 per cent of their 
total net worth. Taking some individual concerns, the ratio of gross 
profits to capital employed was 22 ■ 2 per cent in the case of Hindustan 
Antibiotic and 21 ’4 per cent for Hindustan Machine Tools and ranged 
between 15 per cent and 20 per cent for Indian Telephone Industries, 
Hindustan Insecticides and Indian Rare Earths; the ratio of net 
profits to net worth was 23-2 per cent in the case of Hindustan 
Machine Tool and ranged between 8 per cent to 13 per cent for 
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Indian Telephone industries, Hindustan Cables, Hindustan Insecti- 
cides, Indian Oil Company and NEPA Mills. Some of the public 
undertakings such as the National Coal Development Corporation 
and the Hindustan Shipyard made relatively small profits and the 
Fertiliser Corporation of India, the Hindustan Aircrafts Ltd. and a 
few others had profits below the average of 7-5 per cent. 

39. The increase in public savings and in the surpluses of 
public enterprises and the progressive mobilisation of private 
savings by Government have enabled public investments to be 
stepped up. In the field of mobilisation of private savings, a note- 
worthy development, has been a large step-up in the collection of 
small savings and State provident funds; these are estimated to 
have risen from Rs. 45 crores in 1950-51 to Rs. 141 crores in 1960-61 
and further to Rs. 216 crores in 1965-66. Also, an income-tax 
annuity scheme was introduced last year replacing the earlier 
scheme of compulsory deposits, and more recently, following the 
present emergency, the Government has offered for subscription the 
two national defence loans and the gold bonds with a view to finding 
resources, both internal and external, for financing increased govern- 
ment commitments. Along with the growth in the outlays of the 
Central and State Governments in recent years, the share of the 
public sector in total national output has also gone up — it has 
doubted from 7-5 per cent in 1950-51 to approximately 15 per cent 
to 16 per cent during the current year. The share of net capital 
formation provided out of the budgetary resources of the Central 
Government may be expected to be about 8 per cent of national 
income in 1965-66 compared to 1 per cent in 1950-51. 


40. In view of the remarkable growth in the public sector and 
the role which it has to play in the mobilisation of savings, the 
budgetary transactions of the Central and State Governments have 
come to acquire a growing importance in the economy. Variations 
in public expenditures and in public savings tend to have a pro- 
nounced effect on the state of monetary demand in the economy. 
And the task of fiscal policy is to provide a stable framework for 
ensuring steady growth. 

Monetary Developments 

41. The growth of money supply which was nearly 14 per cent 
in 1963-64 came down to 9 per cent in 1964-65; during the current, 
year the expansion is also at the rate of about 9 per cent. Although 
there has thus been a slowing down in the growth of money supply, 
the rate of growth even now is too high in relation to the growth of 
output with the result that monetary expansion has, in conjunction 
with supply shortages, contributed to the price rise. Tho policies 
of Government as well as the Reserve Bank continued to be used 
for restraining monetary expansion in the interest of maintaining 
a reasonable degree of price stability. These policies will have to 
be continued and reinforced during the coming year to ensure that 
the growth of monetary demand is not excessive in relation to the 
likely growth of output. 
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Variations in Money Supply 

(Rs. crores) 


1963-64 1964-65 1964-65 t 965-66 

(March 31 (March 31 (March 31 (March 31 
to to to to 

March 31) March 31) Jan. 15) Jan. 14) 


1 . Net Bank Credit to Government 

(a) Reserve Bank’s net credit to Govt, 
of which : 

(t) To Central Government 
(it) To State Governments 

( b ) Bank’s holding of Government Secu- 
rities . 

2 . Net Bank credit to the private sector 

(2CJ— — 2 , 1 )) • • • • • • 

(а) Advances and holdings of private 

securities (gross bank credit) 

(б) Time Deposits .... 

3 . Net foreign exchange assets of the Reserve 

Bank . . . 

4 . Money Supply with the public 

(а) Currency with the public 

(б) Deposit money with the public 


Figures in the brackets are exclusive of P. L. 480 and PL, 665 deposits held by the 
State Bank of India. 

♦Adjusted for sales of gold by the Government to the Reserve Bank. 

42. The expansion in money supply during the current fiscal 
year upto 14th January was Rs. 231 crores (5-6 per cent) as com- 
pared with Rs. 216 crores (5-7 per cent) in the corresponding period 
of last year. The expansion in money supply in absolute terms was 
somewhat larger than last year, despite the fact that the decline 
in foreign exchange assets of the Reserve Bank (which have the 
effect of reducing money supply) was much larger than last year. 

43. The main reason for the growth in money supply during the 
current year has been the deficit resulting from the budgetary 
operations of the Central and State Governments. As compared 
with the last year, the increase in this deficit is particularly marked 
in the case of State Governments. The ways and means advances 
obtained by the State Governments from the Reserve Bank, for 
instance, increased by as much as Rs. 72 crores during the first nine 
and a half months of the current fiscal year whereas last year there 
was a decline of Rs. 22 crores during this period. Besides, there 
was a decline in the deposits of the State Governments with 
the Reserve Bank. Taking these two elements together, the 
deficit of State Governments has been Rs. 39 crores so far 
(April-January, 1966) as compared with a small surplus m the 
comparable period last year. The credit extended by the banks 
to the non-Government sector has also remained high during the 
current year. During the slack season (May-October) this year, 
the contraction in bank credit was unusually small and was inade- 
quate in relation to the very large expansion in such credit which 
had occurred in the preceding busy season (November-April) . 


+ 246 

4 - 229 * 

(-1-285) 

(4-288) 

+ 210 

4 149* 

4-172 

+ 136* 

-1-38 

4-13 

+ 36 

+ 80 

(+75) 

(+139) 

+ 234 

4-;o3 

( 1-195) 

(+49) 

+ 240 

+ 251 

r- 15 

’M3 

(1-54) 

(+202) 

-I-27 

— 33 * 

4-469 

+ 335 

I-227 

I-163 

1-2 12 

+ 17.! 


-1 257* 

4-455 

(+300) 

4-143* 

+ 334 

+ Mv* 

-I-245 

—6 

+ 89 

4-114 

I-I2I 

(+ 157 ) 

—58 

—88 

(—101) 

+ :: 3 

+ IOI 

4 14' 

4-190 

(+1S4) 

—24* 

—57 

-f-216 

+231 

4-119 

4-172 

+ 97 

4-59 
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44. Tt was envisaged ai the beginning of the slack season — in 
May, 1965 — that credit contraction would amount to at least Rs. 200 
crores during the slack season. The Reserve Bank suggested this 
target to the scheduled banks. While no credit policy measures- - 
such as prescription of higher reserve ratios — were taken, the 
Reserve Bank advised the scheduled banks to invest upto the maxi- 
mum extent possible in treasury bills. The old system of weekly 
auctions of treasury bills was discontinued in July and in its place 
was introduced a new tap issue of treasury bills at a fixed rate of 
3.) per cent. The intention was to persuade the banks to reduce 
their credit to the private sector in accordance with the usual 
seasonal pattern, to do their utmost to attract additional deposits — 
especially in view of the remunerative rates of interest which had 
been set earlier in preceding busy season — and to invest the resour- 
ces thus obtained into treasury bills. While investment of scheduled 
banks in treasury bills did increase (by Rs. 87 crores) the inci'ease 
was not as large as expected and was in fact smaller than that 
during the slack season of 1064 (Rs. 125 crores). 


Scheduled Banks: Seasonal flow of funds 

(Rs. crores) 



1964 

Slack 

season 

1965 

Slack 

season 

1964-65 

Busy 

season 

Busy Season 


1964-65 

(upto 

Jan. 15) 

1965-66 

(upto 

Jan. 14) 

I. Deposit Expansion — 

Demand Deposits 

Time Deposits 

+120 

+91 
c 1-113) 

+80 

+98 

4-43 

-1-63 
(4- 103) 

+ 6 

+ 3 
(+27) 

+ 23 
+ 21 

Total 

\-211 

(+233) 

-1-/75 

4- 106 
(+146) 

+ 9 

(+33) 

+ 44 

II. Credit (Declined, Increase — ) 

-1-139 

+ 93 

—407 

— 165 

— IOI 

III. Net Flow of Funds (1+ II) 

-1-350 

(+372) 

4-271 

—301 

(—261) 

—156 

(—132) 

—57 

IV. Borrowings from RBI 

(Dcclinc+ , Increase — ) 

+43 

+123 

— 125 

—77 

— 16 

V. Investments in Govt. Securi- 
ties .... 

+259 

(-1-281) 

+139 

—155 

(—115) 

—123 

(—99) 

—23 

VI. Other Sources 

+48 

-1-9 

21 

4-44 

—18 


Figures in the brackets are exclusive of changes in P.L. 480 and P.L. 665 deposits 
with the State Bank. 


45. Since the inflow of resources into the scheduled banks 
(Rs. 271 crores) was much smaller than expected as a result of 
inadequate contraction in credit and growth in deposits, it was 
inevitable that the scheduled bank lending to Government — in the 
form of investments in treasury bills as well as long-term securities — 
was considerably less than last year. A consequence of this was that 
the Central and State Governments had to take a somewhat larger 
recourse to the Reserve Bank. 
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46. Among the measures taken by the Reserve Bank to achieve 
a desirable degree of restraint on credit to the private sector, men- 
tion may be made of the following. In view of the critical balance 
of payment situation, it became necessary to phase import payments 
and importers were required to maintain deposits with the banks 
equivalent to 25 per cent of the f.o.b. value of imports. This mea- 
sure a!s ; hud impact on the credit situation. The import deposit 
requirement was withdrawn in August when the increase in import 
duties was announced in the supplementary budget. The Reserve 
Bank also put a ban on any further increase in clean advances over 
the level outstanding as of June 25; the purpose of this was to make 
the selective credit controls more effective. Since this ban, how- 
ever, resulted in hardship to those requiring credit for genuine 
productive purpose, it was subsequently withdrawn. 

47. In making an assessment of the reasons for the inadequate 
contraction of credit during the slack season, allowance must be 
made for the fact that a part of the credit was required for genuine 
inventory increases resulting from specific Government policies. 
The State Bank, for instance, has provided finance to the State 
Governments and the agents of the Food Corporation for procure- 
ment operations. Despite the increase in sugar production, it waS 
considered desirable as a matter of policy to permit an increase 
in stocks v. ith the sugar mills in the interest of generating sufficient 
surplus for export to the extent possible and also of maintaining 
price stability in the face of a possible decline in production in 
future. In terms of magnitude, the increase in the advances given 
for food procurement and for the holding of sugar stocks amounted 
to Rs. 56 crorcs over the year ended October 29, 1965. 

Scheduled Banks' Advances ace or din q to Securities 

(Rs. crorcs) 


Outstanding as on 


April October April October November 
24, 1964 30, 1964 30, 1965 29, 1965 26, 19-^5 


Total Bank Credit . 

JS4I 

1714 

2 TO J 

201(4 

20lS 

Seasonal Commodities 

405 

212 

446 

296 

294 

Food Articles 

T4I 

39 

T64 

10 S 

103 

Sugar .... 

77 

19 

105 

5i 

42 

To State Governments (against 
foodgrains) 

5 

1 

13 

25 

24 

Other Food Articles . 

59 

T9 

46 

32 

37 

Other Seasonal Commodities 

264 

173 

2S2 

1 <38 

191 

Non- Seasonal Commodities 

1436 

7502 

1657 

1723 

1724 

48. Even when allowance is 

made 

for these 

factors, 

however. 


it remains true that bank advances against other seasonal commo- 
dities did not decline as expected and those against non-seasonal 

268 M. of F.— 3 
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commodities showed a considerable increase. In part the increase 
in the advances against non-seasonal commodities was related to 
the growth of production (industrial output went up by as much 
as 10 per cent during the first three months of the current fiscal 
year). In part, however, it also reflects the difficulties of obtain- 
ing funds in the capital market and the resulting diversion of demand 
for funds from the long-term capital market to the banking system 
(vide para. 57). 

49. The other aspect of the inflow of resources into the banking 
system is the expansion of deposits. The rate of expansion was 
considerably lower during the last slack season than in the com- 
paiahle ueiiod of last year, despite the increase in deposit rates. 
In February 1965, the Reserve Bank fixed minimum rates payable 
by scheduled banks on deposits for 91 days and longer duration as 
also for saving deposits. These rates were one per cent higher 
than the maximum rates prescribed till then under the All-India 
Inter-Bank Agreement. The highest minimum rate prescribed was 
6 per cent for deposits of one year and over but less than two years. 
Earlier, in September 1964, the Reserve Bank had prescribed maxi- 
mum rates (later on raised in February) on deposits of duration 
shorter than 91 days with a view to maintaining a proper spread 
in interest rates so that deposit mobilisation could be encouraged. 

Deposit Rates prescribed by Inter-bank Agreements or Reserve Bank 

(Per cent) 


Upto 14 15 to 45* 46 to 90* 91 to 180 One year Saving 

days days days days to two Deposits 

years 


Between Sept. 1964 Same as 125 2 50 4 00** 5 00** 3 00** 

and February 196s current 
a/c on 
Sept. 25, 

1964 

Since February 1965 99 1*50 3 00 5*oo@ 6 00 % 4 00<a) 

* Maximum rates prescribed by Reserve Bank 
@ Minimum rates prescribed by Reserve Bank 
** Maximum rates prescribed by Inter-bank Agreement. 

50. It would appear that in the context of the relatively tight 
money market, sluggishness in the capital market and the continued 
growth of demand for funds for industrial expansion, companies 
and other non-banking institutions have found it necessary to mobi- 
lise resources in the form of deposits from the public by offering 
more attractive rates than those which could be offered by the 
banks. According to a Reserve Bank survey, such deposits amount- 
ed to Rs. 186 crores at the end of March, 1964 as compared with 
Rs. 135 crores at the end of March, 1962. The bulk of these deposits 
are of a short-term character. In order to protect the depositor and 
in the interest of sound financial practices the Reserve Bank has, 
by a directive, asked the companies not to accept or renew deposits 
with a maturity of twelve months or less. The directive also 
requires the companies to publish information in the specified manner 
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with a view to protect the depositors. Separate, and somewhat 
more restrictive, conditions have been laid down in respect of 
deposits accepted by the hire-purchase companies. 

51. In order to ensure that credit is available for genuine pro- 
ductive needs and especially for the priority sectors of defence, 
food and exports, the Reserve Bank announced the policy for the 
current busy season, under which scheduled banks are enabled to 
obtain refinance at the Bank rate in respect of their advances for 
procurement of foodgrains, for financing defence supplies as also 
in respect of packing credit given by them to exporters. For the 
rest, the scheduled banks can borrow from the Reserve Bank at 
increasingly higher interest rates depending on their net liquidity 
position. The escalation in the rates has also been increased; for 
each percentage point below the net liquidity ratio of 30 per cent 
scheduled banks have now to pay 1 per cent higher than the Bank 
rate, whereas last year the escalation was only per cent. The 
average cost of borrowing by the scheduled banks from the Re- 
serve Bank is expected to be as high as in the last busy season; 
but the modifications introduced will ensure that the requirements 
of the priority sectors arc met. The ceiling of 10 per cent on the 
rate charged by the scheduled banks on their advances to their 
customers has been kept. The policy for the current busy season 
is to be operated in a flexible manner. The Reserve Bank has 
announced its intention to modify it, in either direction, depending 
on the emerging situation. 

52. During the current busy season so far, credit expansion has 
been less than in the corresponding period last year. Upto January 
14, the increase in bank credit was only Rs. 101 crores as compared 
with Rs. 165 crores last year. Deposit growth, after having been 
sluggish during the slack season, has picked up, the increase being 
Rs. 44 crores as compared with Rs. 9 crores in the comparable period 
in the last busy season. Thus, the scheduled bank borrowing from 
the Reserve Bank has been only about Rs. 16 crores as compared 
with Rs. 77 crores last year; and their disinvestment in Govern- 
ment securities Rs. 23 crores as compared with Rs. 123 croi’es. The 
relatively slow expansion in bank credit so far may be ascribed to 
the decline in agricultural production, the recent decline in the 
stocks of cotton yarn and cloth and also to the fact that during the 
slack season there seems to have been some “storing up” of credit, 
as it were, in the expectation of continued credit restrictions. 

Trends in the capital market 

53. There was a further decline in equity prices during the cur- 
rent year. The decline was as much as 15-8 per cent over the yeai 
ended December, 1965. Over the last four years, equity prices have 
declined at an annual rate of 6*9 per cent. 

54. The sharp decline during the current year can be ascribed 
in part to the rise in interest rates. The Bank Rate was raised from 
5 per cent to 6 per cent in February, 1965 and the new Government 
loans floated in July carried higher rates of interest. This year a 
six-year loan was floated at 4-5 per cent whereas the yield on a 
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loan of comparable maturity then was 4-42 per cent; the 25-year 
loan carried a rate of 5£ per cent whereas the yield on an existing 
loan of similar maturity was 4-82 per cent. The process of raising 
the interest rates was carried further with the announcement of 
the new defence loans after the recent emergency. The three-year 
National Defence Loan carried a rate of 4-25 per cent and the 
Seven-year Loan 4-75 per cent. As already mentioned, deposit rates 
have also gone up during the year. 

55. A decline in equity prices in response to these changes was 
only to be expected. Non-cconomic factors have also contributed 
to this decline. An analysis of the operating results of joint stock 
companies suggests that profitability of industry has been maintain- 
ed. For instance, of the 221 companies declaring results during the 
first half of the current fiscal year, more than half had higher net 
profits after tax than last year. It would appear that dividends 
have also been maintained. In the same group of companies, half 
the number declared the same dividend as last year, and nearly 
a third declared higher dividends. Textiles as a group fared worse 
than last year; on the other hand engineering companies have done 
better. 

56. The sluggishness in the capital market affected the climate 
for new issues. The capital raised by non-Governmcnl companies 
by way of equity and preference shares amounted to Rs. 38 crores 
during the first nine months of 1965 as compared with Rs. 42 crores 
in the corresponding period of the previous year. Debenture issues, 
however, fared better, the amount raised being Rs. 18 crores this 
year — almost twice as much as in 1964. Although the decline in 
the total amount ol fresh capital raised by non-Governmenl com- 
panies during 1965 was only marginal — and there was no decline 
if account is taken of the debenture issues — almost all issues had 
to be underwritten and a considerable proportion of the amount 
raised came from the underwriters. The issues over-subscribed 
or fully-subscribed were relatively fewer than in the previous years 
and such indication as is available of public response to the issues 
suggests that there was a distinct decline in investor preference for 
equities. 

57. In view of the difficulties of raising funds in the new issue 
market, finance for industrial expansion had to be raised, to the 
extent possible, from alternative sources. Several companies have 
resorted to the practice of accepting deposits fi'om the public. In- 
dustry has also sought to rely, more than in the past, on the banking 
system, mainly to finance inventories but partly also to finance 
capital expansion. This is especially so in the case of small and 
medium sized industries whose term-credit requirements can be 
met by the banks under the refinance scheme. An increasing pro- 
portion of advances of the scheduled banks has gone to industry. 
Over the four years ending March, 1965, advances to industry in- 
creased from Rs. 688 crores to Rs. 1,287 crores and as a proportion of 
total advances given by the banks, they went up from 53 per cent to 
62 per cent. 

58. The Government policy of expanding the activities of the 
financial institutions has also helped to fill the gap created by the 
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sluggishness of the new-issue market. Financial assistance provid- 
ed by the various financial institutions has gone up from R's. 20 
crores in i959-60 10 Rs. 64 crores in 1964-65. In particular, the assist- 
ance in the form of under-writing, direct subscription to capital and 
guarantees for deferred payments has gone up from as little as 
Rs. 3-6 crores in 1959-60 to Rs. 191 crores in 1964-65. 


59. The fiscal policy of Government has also been increasingly 
oriented towards assistance for industrial growth. The various 
concessions given in the last two budgets have been described 
elsewhere in the Survey (paras. 31 and 32). The increase in the 
development rebate to priority industries is also expected to go a 
long way towards meeting their requirements of initial financing 
of expansion. 


60. The effect of these policies can be seen from the financing 
of capital formation by joint stock companies in recent years. 
Between 1958-59 and 1963-64 gross total asset formation of large 
and medium public limited companies amounted to about Rs. 1,700 
crores; 59 per cent of this was financed by internal resources; 9 3 
per cent from fresh issues of capital, 0-5 per cent by debentures, 
15-4 per cent by borrowings from banks and other financial institu- 
tions, and the rest by other borrowings. The share of external 
resources has deciined over this period, partly as a result of the 
increased provision for expansion which companies have been 
enabled to make through the development rebate reserve. Fven 
among external sources, the share of capital issues has fallen whereas 
that of borrowings from banks and financial institutions has shown 
a rise. 


61. While the alternative sources of funds have helped to some 
extent, the growing needs of industrial finance have, in the long 
run, to be met increasingly through the new issue market. Measures 
already taken by Government to stimulate investor preference in 
equities include the setting up of the Unit Trust and the grant of 
tax credits in respect of investments in initial issues of certain 
eligible companies. 


Prices 


62. Wholesale prices rose by 9 per cent in 1963-64 and 8-7 per 
cent in 1964-65. Prices rose by 16 2 per cent between April, 1964 
and January 9, 1965; subsequently there was a fall upto March 20, 
1965. There was a further increase during the current year, although 
at a somewhat slower rate. Between April, 1965 and 15th of 
.January, 1966 wholesale prices rose by 12 3 per cent. The level of 
wholesale prices on 15th January, 1966 was 5-6 per cent higher than 
.a year ago. 
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Index Numbers of Wholesale Prices (1952-53=100) 


Groups/Commodities 


28 th 
March 
1964 

1 6 th 
January 

1965 

27th 

March 

1965 

15th 

January 

1966 

Food Articles . 

. 

l4l m O 

169*0 

1 S 3 7 

172-8 

Cereals 
of which : 

• 

121*5 

I 45‘4 

140*3 

1 53 2 

Rice . 

. 

122* 2 

127*7 

128*3 

148-2 

Wheat 

• 

112*9 

1509 

143-7 

141*2 

Pulses 

• 

133*1 

196-2 

152*2 

161* 9* 

Edible oils . 

• 

1634 

222*2 

185-4 

254 0 

of which : 






Groundnut oil 

. 

140*9 

166* 7 

154*5 

237 * 9 

Mustard oil . 

■ 

202*7 

341*2 

231*0 

278* 6 

Sugar 

• 

145*2 

151*1 

151*1 

I 53 *c 

Gur .... 

• 

181 • 6 

204*5 

156*8 

151*3 

Fuely Power y Light and Lubricants . 

140-4 

148-2 

146-6 

I$2- O 

Industrial Raw Materials 

• 

146-1 

172-8 

163 3 

198-7 

of which : 






Groundnuts . 

• • 

. 1528 

188*3 

183-9 

228*7 

Raw cotton 


. 120*0 

128*5 

1316 

130*3 

Raw jute 


I 5 I -2 

169 * 8 

171*9 

247*3 

Manufactures . 


* 132-8 

142*0 

1 41- 2 

1 $ 2-5 

Mill cloth . 


133*2 

136*5 

1364 

138*6 

All Commodities 


138 9 

160- 5 

I$IO 

169- s 


63. The slower rate of increase in prices during the current year 
is primarily due to the fact that food prices have risen less than last 
year. Among food articles, prices of cereals other than rice have 
shown a smaller rise than last year; wheat prices have, in fact, dec- 
lined since September following increased market arrivals. Prices 
of gur have declined. On the other hand, there has been a sharp 
increase in the prices of edible oils. 

64. In contrast to the last year, when prices of fibres showed a 
rise of 7-4 per cent, a sharp increase in their prices occurred during 
the current year (20*6 per cent) due to the rise in raw jute prices 
following the decline in production last year. 

65. Prices of manufactures, especially intermediate goods such as 
rayon yarn and pig iron and finished goods such as woollen textiles, 
sewing machines, tyres and tubes showed significant increases during 
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the year in contrast to either relatively small increases or no increase 
during the previous year. Prices of jute manufactures which had 
risen last year, continued to rise during the current year also. The 
wholesale prices of manufactures as a group rose by 8 0 per cent 
during the current fiscal year up to 15th January, 1966 as compared 
with a rise of 6.9 per cent in the same period last year. 

66. While the rise in prices so far during the current fiscal year 
has been somewhat less than in the comparable period of last year, 
there has been hardly any seasonal decline in prices of cereals this 
year. Rice prices did fall slightly (2.0 per cent) in September and 
October, but they have moved up since then. Last year, there was 
an almost continuous decline in prices of rice during October, 1964 
to January, 1965. The continued pressure on prices even during the 
harvest season is a reflection, on the one hand, of the substantial 
decline in the production of foodgrains which is expected to have 
taken place during the current year. 

67. Reflecting the trends in wholesale prices, retail prices also 
went up. The working class consumer price index (1949=100) went 
up from 159 in March, 1965 to 173 in November 1965, showing a rise 
of 6-1 per cent over the last twelve months. The rise in the con- 
sumer price index during the preceding year (twelve months ending 
November, 1964) was as much as 18-1 per cent. 

68. A wide disparity in prices exists between the surplus and the 
deficit areas. For instance, in the last week of January 1966 open 
market (wholesale) prices of coarse rice ranged in important centres 
between R's. 100-115 per quintal in Bihar, Rs. 120-125 in Gujarat and 
Rs. 110-122 in Mysore. The controlled prices of coarse rice (at which 
rice was available in the surplus States) , on the other hand, ranged 
between Rs. 56 and Rs. 69 per quintal in the States of Punjab, Madhya 
Pradesh, Orissa and Andhra Pradesh. Similarly, prices of ‘dara’ 
wheat ranged between Rs. 58 to 64 per quintal in Punjab whereas 
in the neighbouring State of Uttar Pradesh, prices were as high as 
Rs. 77-92 per quintal. While some difference in prices in different 
parts of the country is inevitable, wide disparities tend to detract 
from the policy of giving price incentive for increased production 
on the one hand, and of protecting the consumer in deficit areas on 
the other. 

69. Over the lost few years prices of agricultural commodities have 
risen at a much faster rate than those of manufactured articles. In 
part, this has been in keeping with the policy of giving remunera- 
tive prices to the farmers to encourage increased output. The whole- 
sale •'aice index of agricultural commodities (1952-53 = 100) was 154 
at the end of 1964-65; the index for manufactures was 141. During 
the current year also, prices of manufactured articles have risen 
faster than during the last year but not faster than the agricultural 
prices. The policy of remunerative prices in the agricultural sector 
carries the danger of degenerating into a general increase in the 
price level in response to the rise in the cost of living and the cost 
of materials. It is only by appropriate distribution policies as also 
some acceptance of general standards in regards to wages and other 
incomes that this danger can be avoided. 
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70. In the field of distribution, considerable advance was made 
during the year. Procurement of rice by Central and State Govern- 
ments aggregated about 3 million tonnes during the crop season of 
1964-65, amounting to nearly 25 per cent of the marketable surplus. 
Distribution through fair price shops could, therefore, be enlarged 
during the year. Procurement of wheat during April-October, 1965 
was 4 lakh tonnes as compared with only a small quantity in the 
previous year. During the current agricultural year (1965-66), efforts 
are "being intensified to increase procurement and several State Gov- 
ernments have sought to procure directly from the producers. Pro- 
curement prices have also been fixed 5 to 10 per cent higher than 
last year, depending on the region and the quality of rice. Statutory 
rationing has been introduced in Madras and Coimbatore with effect 
from 1st October and in Delhi from the 8th December. Earlier in 
January, 1965, statutory rationing was introduced in Calcutta. It 
has been accepted as an objective of policy that rationing should be 
introduced in cities with a population of one million and above to 
start with and later in to>vns with a population of 1,00,000 and above. 

71. The policy of rationalising controls over prices and distribu- 
tion of intermediate goods and manufactures was continued -luring the 
year. In pursuance of this policy, control over the prices and distri- 
bution of pig iron was removed in August 1965. Price and distri- 
bution control in respect of cement was removed with effect from 
January, 1966. An increase of Rs. 16 per tonne in cement prices 
has been permitted; 50 per cent of the output will be earmarked for 
Government purchases at a rebate of Rs. 6 per tonne. Distribution 
will be arranged by cement producers acting through a pool. The 
extremely difficult supply situation created by the hostilities with 
Pakistan necessitated direct controls over prices and distribution of 
non-ferrous metals under the Scarce Industrial Materials (Control) 
Order. Consumers of these products are required to use them in 
accordance with directives given by Government, priority being ac- 
corded to the use of these materials for defence purposes. 

72. Although the pressure on prices was not as great as during 
the previous fiscal year, the fact that there has been a continuous 
rise in prices during the year in which availabilities of major consu- 
mer articles showed a distinct improvement suggests that fiscal and 
monetary discipline will need to be reinforced in order to stay 
further price increases. This is all the more so in view of the 
decline in agricultural production during the current year which may 
lead to a further pressure on prices during the next year. 

73. The cost-push is also being increasingly felt as is evidenced by 
the rise in prices of manufactured articles. Prices of commodities 
such as cement, iron and steel, coal and coke have had to be raised 
following wage increases. Wages in the cement industry were raised 
with effect from January 1965 and in the iron and steel industry from 
April 1965. Following the wage increase, cement prices payable to 
producers were raised by Rs. 4 per tonne. The Joint Plant Com- 
mittee increased the prices of de-controlled categories of iron & steel. 
The recommendations of the Bonus Commission, especially the pay- 
ment of minimum bonus, also seem to have influenced price increases. 
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as in the case of the recent increase of 40 paise per tonne in coal 
prices. To a certain extent, price increases result in automatic 
increases in wage incomes; for instance, nearly 60 per cent of the 
industrial workers have their earnings linked to cost of living indices 
(the same applies to a large section of Central Government em- 
ployees) . Wage pressures are bound to increase, if the rise in prices 
continues unchecked. In the face of these pressures on costs and 
prices as also the need to continue price incentives for increased 
production in agriculture as well as in industry, it has become more 
than ever necessary to restrain secondary increase in incomes 
following the rise in prices. 


Balance of Payments 

74. Despite a restrictive import policy, and further measures to 
encourage exports, the balance of payments position during the 
current year has remained critical. The situation was aggravated 
following the outbreak of hostilities with Pakistan which interrupted 
the flow of export supplies from Assam and led later to a pause 
in external assistance. 

75. During the first four years of the Third Five-Year Plan, foreign 
exchange reserves (excluding gold) declined by Rs. 70 crores. The 
entire decline took place in effect, in the year 1964-65, the smali 
decline in the first two years having been offset by a rise in 1963-64. 
Apart from the drawai on reserves, India’s indebtedness to tne 
International Monetary Fund has also gone up. At the beginning of 
the Thud Plan, India’s outstanding liability to the IMF was $ 127 •5 
million; at present it is $ 325 million including the drawing made 
against the stand by credit of $ 200 million negotiated in March. 1 DCS. 

76. The pressure on reserves during 1964-65 was due to the larger 
provision for imports of foodgrains and fertiliser, a substantial rise 
in debt service charges, and the stagnancy in exports. While imports 
(other than PL 480) went up by Rs. 98-4 crores, there was hardly 
any increase in exports. Debt service charges went up by Rs. 22 
crores from Rs. 100 crores in 1963-64 to Rs. 122 crores in 1964-65. Net 
receipts from other invisibles also showed a marked decline, in 
particular, on account of larger ‘miscellaneous’ payments such as for 
technical know-how and reduced receipts from private donations. 

77. The decline in reserves continued during the current fiscal 
year. They reached a low of Rs. 231-5 crores at the end of July. 
Subsequently, there has been some improvement in reserves and 
at the end of December 1965 they stood at Rs. 285-4 crores. 

78. The decline in the reserves during April-September, 1965 was 
Rs. 8-5 crores in spite of a drawing of Rs. 36 crores from the IMF. 
The overall deficit in the balance of payments was thus Rs. 44-5 crores 
as compared with Rs. 43-5 crores in the corresponding period of 
1964. Total imports during April-September, 1965 are estimated 
at Rs. 717 crores as compared with Rs. 674 crores in the corresponding 
period of last year. Export earnings increased although export ship- 
ments declined, as a result of the receipt, with a lag, from exports 
which took place last year. Debt service charges were substantially 
larger during the current year (Rs. 68 crores in April-September, 
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1965 as compared with Rs. 48 crores in the corresponding period! 
last year). Thus although aid utilisation improved by Rs. 27 crores 
(and banking capital outflow was less than last year), the loss in- 
reserves was about as high as in April-September, 1964. 

Imports 

79. Imports which have been showing a progressive increase 
since 1962-63 touched Rs. 1,396-0 crores in 1964-65, recording an 
increase of Rs. 165-3 crores or 13-4 per cent over the level in 1963-64. 
The comparable increases in 1962-63 and 1963-64 were 8*5 per cent 
and 12-8 per cent respectively. The progressive rise in imports 
was necessitated by the tight domestic food situation requiring 
increased imports of cereals (much of which came under PL 480); 
a part of the increase in imports also reflected a rising rate of absorp- 
tion of aid. 




India’s Imports * 


(Rs. crores) 



Cereals 

Others 

Total 

1960-61 

. 

218-1 

887*6 

1105*7 

1961-62 

• 

1181 

887-9 

1006 c 

1962-63 

* 

166-8 

924-5 

1091 • 3 

1963-64 

• 

198-7 

1032-0 

1230- 7 

1964-65 

• 

307-4 

1088-6 

13960 

80. The main 

items 

of India’s imports are 

shown in Appendix 


(Table 6 3). It would be seen that machinery imports which had 
shown a steep increase in 1963-64, recorded a further increase in 
1964-65, when they amounted to Rs. 416-6 crores. While the increase 
in this item in 1963-64 was shared by both the private and public 
sectors, in 1964-65 the increase was solely concentrated in the public 
sector ; private imports showed a decline. Imports of cereals showed 
a successive increase and in 1964-65, they amounted to Rs. 307-4 
crores — Rs. 108-7 crores more than in the previous year. Though 
food imports were mainly covered by U.S. assistance under PL 480, 
India’s expenditure on food from her own resources also showed a 
large increase in 1964-65, when it was Rs. 29 crores more than in the 
previous year. Imports of fertilizer, raw cotton and raw jute also 
went up. There was some decline in imports of fuels and lubricants 
(Rs. 11-5 crores), rubber (Rs. 4-0 crores), copra (Rs. 4-0 crores), raw 
wool (Rs. 52 crores), electrical goods (R's. 2-8 crores) etc. The de- 
cline in imports of fuel and lubricants represented import substitu- 
tion; the availability of these products from domestic and foreign 
sources taken together increased. The availability of other vital 
items could also be increased from larger non-project assistance. 
Thus imports of road transport equipment, non-ferrous metals, iron 
and steel, and chemicals showed an increase in 1964-65. 

♦Unadjusted for P.L. 480 freight reimbursements. 
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31. The pattern of India’s imports in the First and Second Plans 
and in the first four years of the Third Plan is shown below. The 
growing industrialisation of the country is reflected in the continuing 
increase in imports, in particular of current inputs for industries, e.g., 
minerals oils, chemicals and non-ferrous metals. As shown in Table 
(6 -9) in the Appendix, however, the proportion of imports to total- 
supplies has been declining in many items, and the improvement 
has been marked since 1955-56', with the major exception of food- 
grains. The rationalisation of import duties envisaged in the Sup- 
plementary Budget was designed to give an added encouragement 
to this process of import substitution, on as wide a front as possible. 
The increased dependence on agricultural imports (viz., foodgrains 
and cotton) underlines the importance of this sector for any pro- 
gramme of import substitution and self-reliance. 


Imports of Principal Commodities 

1951—65 

(Rs. crores) 

- 

Annual Averages 

1951-52 1956-57 

to to 

1955-56 1960-61 

1961- 62 ] 
to 

1964- 65 1 
(4 years) 

Foodgrains ...... 

120 

160 

196 

Fertilizers ...... 

3 

II 

15 

Cotton ...... 

77 

45 

54 

Jute ....... 

25 

5 

5 

Mineral Oils ...... 

73 

80 

89 

Chemicals, Drugs and Medicines 

34 

53 

56 

Metals other than Iron and Steel 

20 

35 

52 

Electrical goods and apparatus 

16 

19 

20 

Machinery and Locomotives . 

116 

265 

353 

Iron and Steel ..... 

34 

96 

78 

Vehicles ...... 

4 i 

61 

58 

Others ....... 

171 

250 

205 

Total .... 

730 

1080 

n8i 


Exports 

82. Exports had been showing a marked increase during the 
earlier years of the Third Five-Year Plan, in contrast to the virtual. 
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stagnation during the Second Five-Year Plan. In 1964-65, however, 
the increase was considerably less than in the previous year and 
during the current year there may not be a material increase. 

India’s Exports* 


(Rs. crores) 


1960- 61 660 

1961- 62 680 

1962- 63 ........... 714 

1963- 64 793 

1964- 65 815 

1964- 65 (April-Novembcr) ........ 540 

1965- 66 (April-Novcmber) ........ 526 


83. The spurt in exports witnessed in 1963-64, when they rose 
by Rs. 79 crores was not sustained in 1964-65, when the increase was 
smaller at Rs. 22 crores. This was mainly because of a fall in 
exports of vegetable oils (Rs. 12-0 crores), sugar (Rs. 6-2 crores) and 
art silk fabrics (Rs. 4-1 crores). Export of groundnut oil was banned 
in July 1964, due to domestic shortage ; the decline in sugar export 
(both in quantity and value) was due to the sharp fall in inter- 
national prices of sugar since June, 1964. These declines were, 
however, more than offset by improvements recorded over a wide 
range of items such as cashew kernels (Rs. 7-6 crores), oil cakes 
(Rs. 44 crores), tobacco (Rs. 3 2 crores), coffee (Rs. 5 1 crores) 
and manganese ore (Rs. 4-8 crores). Engineering goods secured a 
further increase of Rs. 3 crores to Rs. 15-9 crores in 1964-65 and 
handloom fabrics by Rs. 2 • 8 crores to Rs. 9 • 6 crores. There was also 
a larger ofi-take of fish and fish preparations (by Rs. 1 crore). Among 
the principal traditional commodities, there were only small increases 
in exports of tea and cotton manufactures, but exports of jute 
manufactures showed a substantial increase of Rs. 13-3 crores to 
Rs. 168-5 crores. There was a fall in tea prices, so that the nominal 
increase of Rs. 1 crore to Rs. 124-7 crores in 1964-65 was attained from 
proportionately larger volume of exports; in the case of jute manu- 
factures, the increased earnings arose both from larger volume and 
higher prices. 

84. During April-September 1965, exports amounted to Rs. 385*0 
crores, showing a decline of Rs. 13*9 crores as compared to April- 
Septembor 1964. The decline was the combined result of a variety 
of factors, such as disruption following hostilities with Pakistan, 
domestic shortages of commodities like oilseeds, the decline in the 
production of Virginia tobacco, and a fall in international prices of 
sugar. The only commodity which showed any substantial improve- 
ment was jute manufactures, which fetched an additional Rs. 10*9 
crores. This occurred despite a fall in the volume of exports, since 
prices rose. The main items to show a decline included sugar (Rs. 9*1 
crores), tea (Rs. 5*5 crores), tobacco (Rs. 2*6 crores), coffee (Rs. 1*3 
crores), oil cakes (Rs. 1*6 crores), vegetable oils (Rs. 1*9 crores) and 
cotton fabrics (Rs. 3*5 crores). There was a decline also in the 
volume of exports of all these items except sugar. In the case of 
sugar, despite an increase of seven thousand tonnes in volume, ex- 
port earnings more than halved to Rs. 5*7 crores. due to the continued 
fall in international sugar prices. 


* This is based on figures compiled by the DGCI&S. Balance of payments figures are not 
comparable over time due to changes in the method of recording since 1963-64. 
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85. While the export performance has suffered a setback during 
’the last two years, it is significant that there was an increase of 
J23 • 5 per cent in exports over the first four years of the Third Five- 
Year Plan. Even if allowance is made for changes in statistical 
coverage, the increase works out to 20-6 per cent or 4-8 per cent a 
year. India’s national income is estimated to have increased during 
this period by about 17-3 per cent; the increase in exports was 
thus proportionately larger than that in the national income. In 
terms of volume, the rate of increase in exports was larger still, 
since unit prices declined during this period by nearly 3 per cent. 

86. The emergence of new items has been one of the factors in 
this improvement. A major factor, however, has been the striking 
increase in exports, of traditional as well as newer items, to the 
East European countries. This has been accompanied by a corres- 
ponding growth in imports from these countries of commodities 
such as metals, machinery and equipment which are essential for 
development. 

87. The increase of Rs. 155 crores in exports between 1960-61 
and 1964-65, was mainly on account of jute manufactures (Rs. 33-5 
crores), oilcakes (Rs. 25-4 crores), sugar (Rs. 16-2 crores), cashew 
kernels (Rs. 10-2 crores) , manufactured tobacco (Rs. 9-5 crores) 
and coffee (Rs. 61 crores). These seven items alone accounted for 
an increase of a little over Rs. 100 crores during this period. Among 
the other items, significant increases occurred in the exports of 

> engineering goods (Rs. 7 crores) , petroleum products (Rs. 4 crores) , 
fish and fish preparations (Rs. 2 crores) , art silk fabrics (Rs. 4 crores) 
and handloom fabrics (Rs. 5 crores). Among the major traditional 
items, there was hardly any increase in tea and cotton fabrics. 

88. Destination-wise, as much as Rs. 94 crores out of the increase 
of Rs. 155 crores in exports, was on account of exports to the East 
European countries and Rs. 43 crores on account of exports to the 
USA. Exports to Asia, mainly Japan, went up by Rs. 38 crores, while 
those to Western Europe, including those to the U.K. have remained 
relatively stagnant and those to Africa showed a small decline. 

89. In sum, the export performance which had shown improve- 
ment during the first three years of the Third Five-Year Plan, has 
again suffered a setback. Over the last 15 years, India’s share in 
world exports of tea, jute manufactures and cotton textiles has 
been declining. In the case of tea this is a reflection of the compe- 
tition in common teas from African countries; in jute manufactures 
while there has been a shift in demand in favour of synthetic subs- 
titutes, it is also true that indigenous consumption of jute manu- 
factures has grown. The development of new lines such as carpet 
packing have helped sustain exports of jute manufactures but not 
sufficiently to retain the share of jute manufactures as a whole in 
the world markets. In cotton textiles, the share of the traditional 
exporters such as the U.K. and U.S.A. has been declining but 
despite the opportunity offered by this development, India has not 
been able to increase her share of the trade, as Japan and Hong 

'Kong have done. Rising home demand and relatively higher costs 
•of production in cotton textile industry, due to higher prices of 
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■cotton and delayed modernization, have been the main factors 
behind this. Rising home demand has also affected exports of oil- 
seeds and vegetable oils. India’s share in the world trade in 
manganese ore has also declined steadily and substantially over 
the last 15 years. 

90. Much progress has been achieved as a result, among othei 
things, of the various forms of export assistance in increasing the 
range of commodities which are exported — the important new- 
comers being sugar, iron ore, handicrafts, handloom fabrics, engi- 
neering products and fish and fish preparations. It is nevertheless 
clear that much further effort is called for in order to raise export 
earnings commensurate with requirements. 

91. The pressure on the balance of payments during the current 
\ ear, caused by continuing factors such as growth of imports, rela- 
tive stagnation in exports and the mounting burden on debt service 
charges, was further increased following the Indo-Pakistan hosti- 
lities. While further restrictions on imports became necessary, 
■Government also took positive measures to increase the foreign 
exchange availability. These include the issue of gold bonds to 
mobilise the idle holding of gold from within the country as also the 
National Defence Remittance Scheme which sought to give incen- 
tives for remittances from abroad through banking channels. The 
problem of achieving viability in the balance of payments is, how- 
ever, a more basic one and requires continuing effort on a variety 
of fronts. 


External Assistance 

92. There was a further increase in the pace of utilisation of 
external assistance during the year despite a sudden pause in aid 
after the hostilities with Pakistan. The United States stopped 
entering into further firm commitment against outstanding pledges 
including that of $435 million for the current year. An amount of 
$50 million was, however, authorised on 4th January 1966 for 
financing imports of fertiliser. There was also some delay in the 
actual disbursement of assistance from the current year’s pledges 
made by some of the other member countries of the Consortium. 
The International Development Association gave a credit of $100 
million for financing imports of components and raw materials 
required for specified industries; there was some delay in the dis- 
bursement of this assistance also since the matching portion, 
required under the Agreement with the IDA could not be met from 
the country’s depleted foreign exchange resources, nor could it be 
met, as was intended, from the U.S. aid. Subsequently, however. 
IDA permitted the use of the credit without full matching 
provision. 

93. The Aid India Consortium had pledged assistance amounting 
to $1027 million (Rs. 489 03 crores) for the last year of the Third 
Five-Year Plan. From this, by the end of September 1965, an 
amount equivalent to Rs. 127-23 crores has been translated into 
agreements and an amount of Rs. 14-56 crores has been disbursed 
comprising mainly aid received from the U.K. and West Germany. 
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Subsequently, upto the end of December, 1965 agreements were 
entered into for another Rs. 50-3 crores of which Rs. 29-8 crores 
came from West Germany, Rs. 18-7 crores from the United Kingdom 
and the remaining portion came from Austria. 


94. The following table shows the utilisation of foreign aid during 
the Third Five-Year Plan. Figures include aid received from the 
U.S.S.R., Czechoslovakia, Poland, Yugoslavia and other countries 
who are not members of the Aid-India Consortium. 


In flora of foreign assistance — gross and net 






(Rs. crores) 




1965-66 



Total 

1961- 

1962- 1963- 1964- April- Oct.- 

Total Total 


Second 

62 

63 64 65 Sept. March 

Third 


Plan 


(Esti- 

Plan 




mated) 

(Esti- 

mated 


1. Aid disbursements(gross) 890.3 

* 51-3 

325- 9 408 ■ 3 502-8 

267 9 

334 

602 

209c 

2. Repayment of capital . 55*1 

57-5 

4 7 ' 9 

53 6 68 9 

35* 1 

46 

81 

309 

3. Interest Payments . 64 1 

33 - 1 

38-7 

45*9 5 2 ' 5 

324 

36 

68 

23 * 

4. Debt Servicing Payments 

(2 1 3) • • . . 119-2 

90 -6 

86-6 

995 1214 

67*8 

82 

149 

54" 

5. Net inflow of aid 

(i—4) • • .77-f/ 

160 *7 

239 3 308-8 3814 

200 ■ 1 

2 5 2 

453 

*543 


Notes : (i) Debt service payments relate to those involving foreign exchange. 

(2^ The data include refinancing loans and corresp mding amortisation pay- 
ments. 

(3) Figures exclude PL 480 assistance. 


95. On present indications, the total utilisation of aid during the 
Third Plan period will be around Rs. 21C0 crores, excluding the 
assistance received under the U.S. PL 480, as compared with Rs. S90 
crores in the Second Plan period. Although the pace of utilisation 
of aid has been increasing, the net contribution made by it to 
India’s balance of payments has not been increasing as fast, because 
of the progressive increase in the debt service charges. The net aid 
received during the Third Plan period would amount to only 
Rs. 1543 crores, a little less than 13 per cent of the total estimated 
investment, as compared with 11-4 per cent in the Second Plan 
period. India’s foreign exchange reserves were, however, drawn 
down substantially — by Rs. 599 crores — during the Second Plan 
period, whereas the scope for drawing on reserves during Ihe 
Third Plan period has been necessarily limited. If allowance is 
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made for this factor, there is a significant decline in the country’s 
reliance on real resources from abroad between the two plan 
periods. 

96. The above figures are exclusive of commodity assistance 
received by India from the U.S.A. under its P.L. 480 aid programme, 
reliance on which has increased in the Third Plan peiiod. Imports 
under this scheme, which mainly consist of foodgrains an- 1 raw 
cotton, are initially paid in rupees, the bulk of which is again made 
available to India in the form of loans and grants for develop- 
ment,. Freight charges in respect of one-half of tin- shipments 
were also until recently payable in rupees, but this has been 
changed and in respect of the more recent agreements, India has 
to pay this portion also in foreign exchange. There has been a 
considerable step up in the rate of P.L. 480 imports in recent years, 
which has helped in supplementing domestic supplies of food and 
raw cotton. 

Utilisation of P.L. 480 Assistance 

Us. crore- 

515-5 
87-5 
122-9 
185-2 
215-3 
152-4 

Total: 1278-8 


97. The major problem which India has to lace during the 
Fourth Five-Year Plan is that of securing a balance in its external 
payments position consistent with the desired rate of growth. As 
already indicated, both vigorous measures of export promotion and 
import substitution will be required to finance the increasing 
import bill of a growing economy. Ti Is in this contexl that the 
need for assistance on soft terms has to be emphasised. Already 
during the current year some progress in this direction has been 
made with the grant of two interest free loans by the United 
Kingdom amounting to Rs. 18-86 crores, which are repayable over 
a period of 25 years inclusive of a grace period of seven years. The 
terms of foreign assistance as also the measures required to make 
such assistance effective by, among other things, providing for re- 
scheduling of debt service charges, has already been raised in inter- 
national forums. Equally, it is necessary to ensure that assistance, 
when it is given, is in a form which makes the most speedy contri- 
bution to the growth of the receiving country. 

268 M. of Fin, 


Upto end of Second Plan 
1961-62 

1962- 63 

1963- 64 

1964- 65 

April -September 1965 
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1-2 : INDEX NUMBERS OF AGRICULTURAL PRODUCTION 
(Crop Year Ending June 1950=100) 
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1-3 : AGRICULTURAL PRODUCTION 
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1-7: STOCKS OF SELECTED COMMODITIES 


At the end of 

Raw Cotton with 
mills 1 * 

(’ooo bales) 

Raw 

jute 

with 

mills 

(’ooo 

bales) 

Cotton Jute 
cloth textiles 
(unsold) with 

Sugar 

with 

mills! 

(’ooo 

tonnes) 

Coal (’000 tonnes; 

Pit- Indus- 


Indian 

Foreign 

mills 

(million 

metres) 

(’ooo 

tonnes) 



1956 

1408 

205 

1132 

372 

97 

55* 

2810 

1735 

1957 

1120 

224 

1220 

618 

76 

465 

3331 

1467 

1958 

1136 

139 

1644 

439 

III 

367 

2808 

3130 

1959 

1047 

151 

1692 

*87 

60 

176 

2729 

2650 

i960 

961 

404 

907 

311 

82 

605 

3458 

2531 

1961 

1413 

397 

1240 

292 

56 

1203 

3290 

2273 

1962 

1217 

242 

2245 

432 

83 

1020 

3483 

2899 

1963 

1579 

212 

2321 

186 

112 

*57 

4720 

4418 

1964 

1616 

240 

1917 

224 

105 

152 

5006 

325* 

1965 

1456 

346 

n.a. 

n.a. 

122 

672 

n.a. 

n.a. 

1964— 

January 

1435 

173 

2477 

155 

121 

943 

5094 

4115 

February 

1656 

219 

2505 

136 

121 

1256 

5079 

4040 

March 

1823 

263 

2363 

146 

125 

1402 

5198 

3981 

April 

1944 

267 

2227 

140 

129 

1306 

5236 

3987 

May , 

1955 

255 

1997 

134 

125 

1087 

5140 

3896 

June , 

1970 

254 

1700 

146 

126 

877 

5139 

3749 

July . 

1773 

254 

1347 

163 

136 

684 

5141 

3811 

August 

1616 

240 

1077 

190 

132 

506 

5053 

3678 

September 

1336 

268 

1150 

214 

126 

315 

5028 

3585 

October 

1124 

311 

1452 

248 

1 18 

152 

4958 

3476 

November . 

1071 

344 

1703 

236 

114 

3T2 

4788 

3514 

December . 

1333 

340 

1917 

224 

105 

65 S 

5006 

3251 

1965— 

January 

1281 

3 3 S 

I 95 & 

218 

Ilf? 

lO^O 

4993 

2945 

February . 

1320 

393 

1333 

238 

123 


5077 

2935 

March 

1461 

40T 

1691 

267 

124 

I698 

5260 

2936 

April 

1777 

406 

M 59 

281 

122 

1827 

5217 

3116 

May , 

1882 

4 11 

1248 

274 

120 

1702 

5226 

3227 

June . 

1839 

407 

IOOO 

296 

126 

1468 

5221 

3263 

July . 

1724 

387 

701 

292 

129 

1271 

5015 

3256 

August 

1456 

346 

509 

317 

130 

1073 

4673 

3385 

September . 

1187 

343 

492 

387 

123 

85O ' 

4738 

375* 

October 

978 

293 

737 

34* 

III 

672 

4300 

4032 

November , 

995 

253 

942 

328 

no 

686 

4368 

4268 

December • 

n.a. 

n*a. 

n.a* 

n.a. 

122 

n.a. 

n.a. 

n.a. 


* Annual figures relate to end of August, 
t Annual figures relate to end of October. 



1-8 : GENERATION AND DISTRIBUTION OF ELECTRICITY: PUBLIC UTILITIES 
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2*1 : NET CAPITAL FORMATION OUT OF THE BUDGETARY RESOURCES OF CENTRAL GOVERNMENT 

(Rs. crorcs) 
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•[Public undertakings operated by autonomous corporations or companies. 
^Includes loans and grants to local authorities for capital formation. 

§Ineludes Revised Estimates for 1964-65 and Budget Estimates for 1965-66. 



2-2: TOTAL EXPENDITURE OF THE CENTRAL GOVERNMENT 
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3’ 1:— EMPLOYMENT EXCHANGE STATISTICS 



Employment 
Exchanges 
at the end 
ol the 
period 

Registra- 
tions during 
the period 
Cooo) 

Vacancies 
notified 
during 
the period 
Cooo) 

Placements 
during the 
period 
(’ooo) 

Applicantions 
on Live Regis- 
ter at the end 
of the period 
(’ooo) 

**5 • 

123 

1,210 

419 

33* 

33* 

*955 

136 

1,584 

281 

170 

692 

1960 

. 296 

2,733 

520 

306 

1,606 

1961 

325 

3,230 

708 

404 

1,833 

1962 

342 

3,845 

790 

458 

2,380 

i*«3 

353 

4,152 

909 

536 

2,518 

1964 

. 365 

3,832 

9i7 

545 

2,493 

1965 

376 

3,958 

945 

572 

2,585 

1964 : 

January 

355 

302 

60 

42 

2,495 

February . 

356 

250 

70 

4* 

2,464 

March 

356 

321 

76 

45 

2,453 

April 

356 

326 

77 

43 

2,438 

May 

356 

300 

79 

40 

2,473 

June 

363 

386 

88 

45 

2,542 

July 

363 

427 

83 

47 

2,637 

August 

365 

350 

78 

47 

2^681 

September 

365 

335 

77 

5* 

2^72 

October . 

365 

261 

73 

46 

2,600 

November 

365 

261 

74 

49 

2,536 

December 

355 

313 

73 

49 

2,493 

i *«4 : 

January 

365 

295 

71 

46 

2,460 

February . 

366 

263 

68 

44 

2,426 

March 

368 

2S7 

82 

45 

2,396 

April 

368 

320 

75 

43 

2,410 

May 

369 

326 

86 

47 

2,441 

June 

376 

382 

86 

28 

2,500 

July 

376 

428 

78 

49 

2,60 1 

August 

376 

363 

80 

48 

2,651 

September 

376 

334 

83 

49 

2,653 

October 

376 

270 

77 

47 

2,600 

November 

376 

346 

81 

52 

2,601 

December 

376 

344 

78 

54 

2,585 



3.2: EMPLOYMENT IN THE PUBLIC SECTOR 
(Lakh Nnmbers) 
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4 - 1 : MONEY SUPPLY WITH THE PUBLIC AND RELATED MONETARY DATA 
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4-2: ANALYSIS OF MONEY SUPPLY VARIATIONS* 
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treatment along the above lines is adopte J m the table on variations in money supply given in the text (Part II, Monetary Developments.) 



4-3 : SECURED ADVANCES OF SCHEDULED BANKS 
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5-2 : WORKING CLASS CONSUMER PRICE INDEX NUMBERS 

(1949=100) 
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(ii) For Calcutta and Kanpur, the old series with 1949 as base has been discontinued. According to the new series (base 1960=100), the indices for 
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61 : INDIA’S FOREIGN EXCHANGE RESERVES 


(Rs. crores) 
Net 

Gross Drawings movements 
movements from the excluding 


End of 


(increased-) 

I.M.F. 

drawings (net) 

Assets* 

(decrease — ) 

(net) 

from the IMF 

1950-51 .... 

95 1 ' 4 

4-28*6 


+28-6 

1955-56 .... 

824-6 

4 10*5 

— 7 -i 

+ 17-6 

1956-57 .... 

6811 

—143-5** 

+ 54-7 

— 198*2** 

1957-58 .... 

421*2 

—259*9 

+ 34-5 

—294 '4 

1958-59 .... 

3789 

— 42*3 

. . 

— 42 3 

1959-60 .... 

362-9 

— 16*0 

23*8 

+ 7 ' 8 

1960-61 .... 

303-6 

— 59*3 

— 10*7 

—48 6 

1961-62 .... 

297-3 

— 6 • 3 

+ 58 4 

—64 7 

1962-63 .... 

295-1 

2*2 

+ 11-9 

—14* I 

1963-64 .... 

305-8 

+ IO-7 

— 23-8 

t 34*5 
— . 1 

1964-65 .... 

249*7 

— 56 * I 

— 

(—72. 1) v?> 

1965-66 (April — December) f . 

285.4 

-1 35-7 

+ 47-6 

— ii *9 

1964-65 : 

April — June. 

278-5 

—27-3 

—ii*9 

—15-4 

July — September 

250-5 

— 28-0 


— 28 0 

October — December 

237-1 

—13*4 

m m 

— 13*4 

January — March . 

249-7 

f [ 2 * 6 

+ H 9 

l-o -7 
(— 15 - 3 ) 1 $ 

1965-66 : 

April .... 

250-1 

4 - 0-4 

Mi 9 

—ii*5 

^ a y ...» 

243-5 

—6-6 

. . 

—6*6 

June .... 

2473 

+ 3-8 

+ II -9 

—8.1 

Total April — June 


—2-4 

4 - 23*8 

— 2 6*2 

July .... 

231*5 

— .5.8 

+ II 9 

—27-7 
4-3 *« 

August 

235*3 

+ 3-8 

m # 

September . 

241 1 

+ 5-8 


+ 5-8 

Total July — September 

. . 

6*2 

+ 11 y 

— 18* I 

October 

2^8.6 

+ 17.5 

+ 11-9 

1 - 5-6 

November . 

275.5 

- 1 - 16-9 


+ 16-9 

Decemberf . 

285-4 

+ 9'9 

*• 

+ 9 - 9 

Total October — December! 

. . 

+44 3 

+ 11 9 

+ 32-4 


♦Include (a) yi million ounces of gold held by the Reserve Bank of India 
till January 7, 1 965 ; 7 4 million ounces till January 21, 196 > ; 7 7 million ounces till 

February 18, 1965 and 8 *o m.Uion ounces thereafter valued till Octobers, 1956, at Rs. 
21 *24 per tola and at Rs. 62* 50 per tola thereafter as provided under section 33 of the 
Reserve Bank of India (Amendment) Act, 1956 (as a result the figures given below the line 
are not comparable with the preceding figures); (b) foreign assets ol the Reserve Bank of 
India ; and (c) Government balances held abroad. 

♦ ♦ Unadjusted for gold revaluation by Rs. 77 • 8 crores. 

©Excluding addition of Rs. 16 crores to the monetary gold stock. 

fProuisionl 



6-2 (i): INDIA’S BALANCE OF PAYMENTS (ADJUSTED) 
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6.2 (ii) : INDIA’S BALANCE OF PAYMENTS 
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6-3: INDIA’S IMPORTS 
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1 8. Non-ferrous metals 
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6-4: CATEGORY-WISE BREADKDOWN OF EXPORTS* 
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••Based on ECD data. 

{Excludes U.S. reimbursements of freight initially borne by India On P.L. 480 iimotts. Data for the other periods include such reimbursements. 
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6-7: REGIONAL PATTERN OF INDIA’S BALANCE OF PAYMENTS (CURRENT ACCOUNT) 
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6-8: QUANTITY AND VALUE OF EXPORTS OF SELECTED ITEMS 
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6-8: QUANTITY AND VALUE OF EXPORTS OF SELECTED ITEMS— condd. 




6-9: IMPORT SUBSTITUTION: PERCENTAGE OF IMPORTS TO ESTIMATED TOTAL SUPPIES 
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-(i) In the case of raw cotton and raw jute, the total estimated supply is for crop Agricultural years; in the case of foodgrains, production 
is for agricultural year and imports for the financial year. 

(2) In the case of raw cotton, raw jute, and foodgrains, figures under 1950-51 refer to the average of three years, viz., 1949-50, 1950-51 
and 1951-52; and those under 1964-65 refer to the average of 1962-63, 1963-64 and 1964-65. 

(3) Textile machinery includes machinery for Cotton, Rayon, Silk and Woollen industries. 



7-1: EXTERNAL ASSISTANCE— AUTHORISATIONS AND UTILISATIONS 
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♦Net figures after adjusting for freight differential in respect of completed agreements and certain non-imports against them. 






7-2 : EXTERNAL ASSISTANCE-AUTHORISATIONS AND UTILISATIONS 
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: EXTERNAL ASSISTANCE— AUTHORISATIONS AND UTILISATIONS— contd 


c V 
m 5 • 


rf N Nh vo Os CO to Nh 

oo ; >->so t^ococoo : vo 

6 6 6 6 n » 6 «ooo ^ 


i- 3 sg?« 

g|g i r? 


2^2 

03 . o Uj tZ 
**■* t-* 


I P vo Os 

8% - ^ :rr 
§■ ~ M 


Tt* h vo oo woo oo 
• co co i c/\ m oo t>* Tt 

O 6 6 rj-clo vo *S' 


W f'OVO vo oo M CO v-i Nn Tf 
; <*> O w oo t* L- CO v, vo M 

o O cn rj m O rt* *rf w co V 

H XJ M 


oo WNO n N M Onh fs w tJ- h vo h rt" co Os 

; roroc^rowoyorscxvo W vnj^ moo i-Sh Sh 

O O O N" On O' ^ COV 0 OO c<| N CO ^00 t^oo vb 
H M m N 
t'l 


»> w r-vo -t H \o h 
• vo On it , ex *-h oo i - co 


VO O CO C| (NJ CO -too 
N ’Of) 


IlfisJ-fl 


31 "-S 5 

^ > c 

cd (/; £-< 


oo ^vo n rj 

■ CO OS \J\ co v> 


o o o n- on 


'§§£*•§£ 

I -s •§.§§! 


rt cr-oo ^ o M 0 ® o o ovo <N 

N ^ KO\io • ^t\Q vO Mm, 


W<N ^ CO OS 
O M 


w Wvo Tt xt V6s 
CO M 


; | * lil I s U I. *. Lo 
jouu^^S 5 cJuu 0 ucj £ 


00 00 GO ^ 6 6 *■* H- 1 * H-J hh »-4 H-i J XI . • § . 2 . 

««>;£££ 2 uuouuu S~;»^..S-i § 


}) » rt.y bfi r* 

S’S-EPK §•§••■ 
n > h wj.S^-a 
w Sh t 2 > « 

jr»p e ^ 

3 , o-gu w 2 , 

_£ . h c .SL . i> c 

.S&JS-3 § &: 


^ ^ ^ Hh H h hhV 4 h- p* ^ K £3 </3 co pu. Q co w 

m <N ro *4 w vo t>oo on 6 m oi cn h n rn 4 wo t^oc 


I/-,M M (S t"-V© N ^'O 

H Ok • \0 cn CO so VO NO 

m. Co ir>H O N 

^ M M ^ Os VO 

Os is 


m 00 no N OS 00 

• h « o m o oo tn 

o o ^*o ooh 


v^t^OON 

VO N NOO loN 

O N M O M CO 


N OV ’’t H ^vO r fi *<j IV v_/ i -»-* y-ty i’i • n v u w w\ v)\u « o\ , /> * 

vO M On ^ f^oo °s <> '*M^oo»o‘/»Nvn*cieSMMinNl^c^ N 2/ . S' S 

. . ■ . vs . . • • • • • • m 7 • v » n • 


oq Os m O On Os ro • N vo O co Ov >o\o h 


M rt-N m • 
H CO M 


so m • n v tj 


*5 T? fj M M ^ ^ O H00 o N N 


-3S5&&SE •Sk'&SSSv?;? O &S;gg°3S 

*s2 ^??h ^ ^ ^ *•»<»«<* £ hcS^h^o 

C^ °0 M M M 


M M«C?S. 

NOVO °° ^ 

s$ii 


VO M 



O 







» * OO tN . 

. 0 00 

. 00 . 

• • CA • • 

* ' • • N • 

; - . 

O 


SO 

0 


’<*> V 

0 00 


M 

M 

in 


OO 


• OO 

O 








ci 

M 









M 



^VO 









• * N • • • 

• vo • • . 

.00 M* 

. • • 

. K, . 

III 9 * 

• • • *fO • • 

I'fS* 


SO 

•Ct- 



ry^ On 

’ ON 



^ON 


OO 

rl • 

* 

as 

*0 On 
^ K, 

M 



M 

<V| 

* 



r^-o -rf- 

v^o M 


tv. M Cv 
, »0 M .Os 


. «. ^ OS M 

U " k .° s M 00 
. s'© . VO . 

. • • • • CO CO 

9p ^ m 

K N N 


O w c'o co h 

. Oo °0 COSO Tfoo 

* «b ^ Q m co 

^OnOVO (vf) 


CO VO o 

• c oo irN 

O O V£> 


O fdh- 
On CO VO 


O uC 

M *-• *S 

^ o§ 

~ 3 

. .11 a |l.. 
I §1! S' 
i^eI-65^1 -S. 

•gh § s aH & g**w~ 

J&SaiSSiJgg; 

dM*cifo-4«Avot^. • S' 


Q ^ 
O * *3 

31 8 

.5 -a o 

* 5 feco 

tb 

CO 


••II 

m 'O *1 »M 

*•3 a<< 

o o 

o M ~ M 

tj tJ: 5 .t* 

gill 

hfcUu 


a ~ p 

III. 8 

0-3.2 c 

U-E.Sc: 


CO co 

s § 

. a •« 

> > 


•vJ-g.s ga co 

llli^l 

s|'<^pSK 

« -3 « S s 

£J co *-* ♦-. co CL, T3 
*2 c «a rj " e 

iS fi 3 3Jny£ 


Ott ” 3 M H ^ 

■g-S-o-S V a" ( 
<SfcSSK<§fl.j 


^5 ^ 

O O 

3 0 £ Q . 

cS^E 

B« h g, 

o <U 4 > ► 

ga~G 


, • . . CO . . • * * 

« .y tj 

.2 §2 

*rj . • 

• • % C/JJC1 60 . ^ ’ * 

gfcu-H -v 

0 u §E2 S * * 
n hJ U <y <u ^ 35 a 
i & to c c 

» a * 3'5 5 

. 2 S | 8 g 

'M l|*^ g«5.s § 

MSu§UU&3(iiM 


S 


CO rO 


268 M. of F.—9 


•Authorised during Second Plan (23-3-61) but earmarked for Third Plan. (contd.) 
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r.D. Credit XXX (General) 
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♦Estimated upto 31-3-1965. The utilisation corresponding to item No. 9 (iii) is nil upto end of September 1965. 
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